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to-day. They will then see that for them the question of Exchange 
is far more serious, far more vital than the Excise Duty on cloth, and 
we may then hope for active agitation on their part also for the right 
Exchange policy. 


The appointment of a Currency Commission has just been announced 
by the Viceroy in his speech on the 20th ultimo, inaugurating the 
present session of the Assembly at Simla. This Commission, it is 
understood, will start work first in England, and will probably not be 
taking evidence in this country till early in the New Year. 

In the meantime, I have ventured to place this book before the 
public in the hope that it may help to a formulation of correct conclu¬ 
sions on this important problem by all interested in the welfare of this 
country, and its immense agricultural population. 


B. F. Madon. 


Bombay, 15th September, 1925. 
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OUR EXCHANGE PROBLEM. 

PART II. 


A detailed examination of the defences officially put 
forward of Government's Currency Policy . 

CHAPTER I. 


In the first part of this work, I have tried to make 
it clear that any other ratio than the one we deliberately 
adopted when we went over to the gold standard 
in this country woidd he a fraud. I have then shown that 
while Government spokesmen (rail the 2s. ratio innocent and 
harmless, it is, on the contrary, the most potent instrument 
in tlie hands of Government for pushing exchange up, and, 
from an analysis of the Currency Reserve figures themselves, 
1 have demonstrated that persistent manipulation of cur¬ 
rency and Exchange was, as a matter of fact, going on all 
through the past five years, whatever the apologists of 
Government may say to the contrary. 

I now propose to take up the various side issues raised 
by Government spokesmen to mystify the layman, and to 
persuade him that what was being done was justified in the 
interests of the masses of this country. This claim would 
justify any fraud or forgery if it could be shown that the 
same was perpetrated to save interests that the perpetrator 
held most at heart. I do not for a moment believe that any 
honest man can countenance or condone a fraud or a forgery 
on such grounds. That the change in the ratio is a tamper¬ 
ing with the standard measure of value, and, therefore, a 
fraud, will be evident to all those who have read the 
first part of this W'ork. Blit it is far more .thru- 
an ordinary fraud between grain or cloth dealer and Ins 
customer, because it really varies the terms of all money 
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tracts i.e., all Promissory Notes, all Mortgages, etc., etc. 
If I have passed a Promissory Note to my creditor.for say 
Ks. 100, and my creditor quietly changes the figure, it would 
be a forgery to defraud me and make me pay more. Or, if I 
have sold a 1,000 mds. of seeds to some one in Bombay, the 
intention of both parties being the Bombay maund, and if 
my buyer quietly adds the word Bengal before the word 
maimd to defraud me, he would be guilty of forgery. In 
these two cases, the creditor varies the terms of the contract 
in his own favour, and we call it forgery. In the case of the 
present attempts at change in our standard unit, it is the 
Government that varies the terms of the contract in favour 
of the creditor, and makes the debtor liable for more gold at 
time of maturity of the debt than had been originally con¬ 
tracted for. By what name this most modern method of 
variation of contracts in favour of a creditor shall be called 
I will leave it to the legal fraternity to say. In any ease, if 
the nature of this change is correctly grasped, there is no 
need for any further examination of the arguments put for¬ 
ward in defence of the present currency policy. However, 
to many laymen these may seem very weighty, if not conclu¬ 
sive. I shall, therefore, with this preamble, now take these up 
one by one. 

DEFENCES PUT FORWARD BY GOVERNMENT. 


There have been several authoritative expositions of 
Governments Currency Policy during the past 2 years by 
our present Finance Member, and I do not think it necessary 
to go any further back. The most recent of these, and, as we 
may safely take it, the most authoritative, is that contained 
in paras 47 to 47 of the Finance Member’s speech when in¬ 
troducing the Budget for 1925-2G on the 28th February 1925. 
The most salient points made in that speech are as follows: — 


1. That it is a hoary old fallacy that a high exchange 
benefits the importer of goods from abroad and a low ex- 
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change benefits the primary producer and the exporter 
(para 38-39). 

2. That while the above is a hoary old fallacy, it is 
founded on one partial truth, viz., that in a period of rapidly 
rising exchange, there may be some temporary tendency for 
exports to be checked and imports stimulated (para 40). 

3. That when world prices have been moving up out¬ 
side India and a natural stimulus has been given to the 
world’s demand for India’s produce, the effect of a rise of 
exchange has been in the main to keep rupee prices from 

rising with world prices. The exporter has been getting 

a larger amount of Sterling for his exports, but when his ster¬ 
ling has been converted into Rupees, the amount of Rupees 
has been much what it was before (para 40). 

4. That the lesson of the figures quoted by him in para 
41 of the Budget Speech, of comparative prices of Indian 
produce in Europe in August 1923 and October 1924, is that 
the rise of approximately 12^2 per cent, in Exchange which 
has been taking place during the period in question has been 
reflected not in a reduction of the rupee prices obtained by 
the exporter but in an increase of the Sterling prices paid 
by tlie importer, who has been forced by India to pay the 
increased price represented by the increase in the sterling 
value of the rupee (para 41) 

5. That a given amount of rupees produces a larger 
amount of Sterling and will go further therefore in redeem¬ 
ing India’s sterling indebtedness (para 42). 

6. That the price of gold has come down so much in 

terms of rupees.that gold has looked very cheap. 

In so far as India takes gold in payment of her exports there¬ 
fore a man who has had a given quantity of cotton or of 












fat for export has been able to get in exchange a larger 
amount in gold than previously. When the producer has 
been getting a considerably larger amount of gold for his 
produce, how can it be maintained that the rise in exchange 
has been robbing him of 40 erores of rupees a year? 
(para 43). 


7. That whatever the producer gains is at the expense 
of the consumer, who is in any case an Indian and may be 
the producer himself in his capacity as consumer (para 44). 


8. That we were in a position to reduce Provincial con¬ 
tributions, because the amount of rupees required from the 
Indian taxpayer to meet external payments was lower owing 
to the higher average rate of exchange, and partly also be¬ 
cause owing to the exchange policy of the Government, the 
level of prices in India had not risen in such a way as to 
increase the rupee expenditure of the Government (para 45). 


9. That a heinous injustice would be done to many 
innocent people who had entered into contracts at prevail¬ 
ing rates, if, by a fiat of the Legislature, Exchange was 
suddenly put back to Is. 4d. as some people desired, 
(para 45). 


10. That what the country wants as a whole is stability 
— stability first and foremost in internal prices and next in 
importance stability in Exchange— and that after a certain 
interval it made little difference either to the exporter or to 
the importer, either to the producer or to the consumer what 
the precise ratio may be at which exchange may stabilise 
it' '1 1, provided that it remains fixed at that ratio for a reason¬ 
able length of time (para 46). 


11. That natural causes, connected with world movc- 
m- nL of exchange and prices, have recently tended to raise 
♦ exchange and that the taxpayer ought not to be arbitrarily 
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deprived of the advantage which had come to him from 
natural causes (para 46). 


I think the above is a fair summary of the position taken 
up by the Finance Member in defence of Governments policy 
in the Budget speech. There are other issues raised in other 
speeches and on other occasions, but I shall deal with them 
later. 


HEINOUS INJUSTICE. 

Let us first consider this question of Heinous Injustice 
(No. 9). Sir Basil Blackett affirms that there are many 
innocent people who have entered into contracts at prevailing 
rates, and it would be heinous injustice to these people to 
allow exchange to go back to Is. 4d. This conscientious re¬ 
gard for contracts is very praiseworthy. Now let us see who 
these innocent people are, who had entered into 
contracts at Is. 6d., and when it was that such 
contracts could have been made and what was the 
nature and extent of such contracts. We find 
that exchange was no higher than Is. 5^46. sterling or so till 
the end of August 1924. The cross rate then was 4.49. 
.Therefore Is. 5*/4d. sterling was really only Is. 3.90 gold—not 
even full Is. 4d. gold. If we come to September 1924, wc 
find the rate Is. 5%d. on 30th September and the cross rate 
about 4.45. Therefore tlie gold rate was only lOlqd. even at 
the end of September 1924. Coming to October we find the 
rate at Is. 6<1. sterling at end of October and a cross rate of 
4.53 which gives a gold rate of only 16%d. gold. Not to tire 
my readers, I will give the position in tabular form below:— 


Date. 

Sterling 

Rate. 

Cross Pate 
Same day. 

Equivalent 
Gold Rato. 

80- 8-24 

1 - 5 } 

4-49 

15*90d. 

30- 9-24 

1-5| 

4-45 

16-25d. 

31-10-24 

1-6 

4*53 

10*75d. 
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y .yy Date. 


Sterling Cross Rate 

Rate. Same day. 


Equivalent 
Gold Rate. 

17-10d. 

17-55d. 

17*67d. 

17-52d. 



30- 11-’24 
29-12-24 

31- 1-25 
28- 2-25 


1-6 4°63 

1-64 4*72 

1-5 15/16 4*80 

1-5 31/32 4*75 


.. . It will clearly be seen from the above that right clown to 
the date of presentation of the budget the rate had at no time 
been Is, 6d . gold. In fact, as will be seen from tbe above 
table, even as recently as September 1924, we were at or in the 
neighbourhood of 16d. gold only. Therefore the claim put 
forward on behalf of these innocent holders of exchange to 
keep our rate at Is. 6d. gold is entirely untenable, and the talk 
of heinous injustice can only have been put forward to support 
a very weak case. 

COULD THESE PEOPLE BE CALLED INNOCENT? 

Let us next consider the nature of these contracts. Those, 
that had settled remittances bona fide at Is. 6d. sterling, can 
only have done it since October 1924, and they must 
have done it to cover trading transactions with foreign 
countries and must have had corresponding rupee purchase 
or sale contracts here. Therefore such people would not 
need any protection. I invite the Finance Department to 
come forward and say who these people are to whom this 
heinous injustice would be done if we went back to 16d. gold 
and what was the extent of their engagements. Then again 
could any such people be termed innocent? It will be seen 
that even in September 1924 we were no higher than 16d. 
gold. Already in that month Sir Purshotamdas had put 
forward his two bills to restore the pre-war ratio, and this 
should have meant sufficient notice to all concerned that the 
Indian Commercial Community was for going back to this 
rate. If the Government was so very anxious to prevent the 
1 ‘heinous injustice” that might result if the ratio was fixed 
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uch above or below the current market, they ought to have 
accepted those two Bills and fixed the ratio at Ish. 4d. gold 
immediately, because that was actually the market rate of 


the clay. Therefore, if there is any injustice in going back to 
lsh. 4d. it is the fault of the Finance Department itself. 
However if these two Bills were not sufficient warning for 
these “innocent” people they had something even more autho¬ 
ritative. On the 19tli September 1924 Sir Purshotamdas 
Tliakoredas asked certain questions in the Assembly and in 
replying to them the Finance Member said: 


“Before action can be taken very careful considera¬ 
tion must be given to the question whether a rate of 
“Is. 4d. gold or some higher rate is most likely to be 
“beneficial to India, regard being had to the interests of 
“the consumer and taxpayer as well as the other interests 
“concerned.” 


Sir Purshotamdas then asked whether it would be correct 
to inter from this that Government thought a higher 
ratio than Is. 4d. would be beneficial to India, and the reply 
of the Finance Member was that the inference was incorrect 
and that Government could not sag what ratio would have 
to be adopted finally . 

Then again on 22nd January 1925 the Finance Member 
said during a speech on the Paper Currency Bill in the 
Assembly: 

“The choice of a stable ratio depends entirely on 
“what ratio is in fact easily attainable and easily main¬ 
tainable.” 

If the above official pronouncements mean anything they 
at least mean this that while Government could not yet make 
uj) its mind as to what the ratio should be, it was by no means 
wedded to a higher ratio than Is. 4d. Therefore, all those 
who entered into any commitments at higher rates had very 
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notice that the current rates were not permanent, and 
if tliey still made sucli commitments in spite of it all, tliey 
could not be called “innocent”, and could not claim protec¬ 
tion for such commitments, and, as I shall show later on, Sir 
Malcolm Hailey, the predecessor of Sir Basil Blackett, 
positively repudiated similar claims in 1921. 

I hope the above sufficiently disposes of the contention of 
the Finance Member that we must keep to the Is. 6d. rate to 
avoid heinous injustice to those who had made commitments 
in the recent past; at or about this rate. There is far greater , 
far more heinous * injustice to others , who had entered into 
other contracts on the faith of the Is. 4d. rate and with 
greater reason for such faith and in far greater innocence. 
I shall speak about these people in my next chapter. 
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CHAPTER 11= 

HEINOUS INJUSTICE REALLY DONE TO OTHER INTERESTS. 

In tlic previous chapter I have disposed of the claim put 
forward by Sir Basil Blackett in his Budget speech that there 
were many innocent people, who had entered into contracts 
at prevailing rates, and that it would he “heinous injustice” 
to these people to allow Exchange to go hack to Is. 4. gold. 
I have shown that at no time during the previous 12 months 
had Exchange ever been at Is. Gd. gold. I have further 
shown that it was no higher than Is. 4d. gold even as recently 
as September 1924 when the Bills of Sir Purshotamdas had 
already been put forward, and I have also shown that all those 
who had made any contracts at higher rates than Is. 4d. had 
very ample notice, both official and non-official, that current 
rates were not permanent. 

I have then pointed out that, if a change in the rate 
means heinous injustice to those who may have innocently 
entered into contracts as Sir Basil Blackett insists, then there 
has been far greater, far more heinous, injustice to others 
who had entered into other contracts on the faith of the 
Is. 4d. ratio, and that the injustice was greater and more 
heinous as these other contractants had far more substantial 
reason for their faith in the Is. 4d. rate and were far more 
innocent than the people Sir Basil seems to have in view. 1 
will now proceed to show who these people are to whom very 
heinous injustice has been done. 

OUR CURRENCY SYSTEM IN PRE-WAR DAYS. 

My first proposition is that in pre-war days, we were on 
a Gold Standard but without gold in circulation, and our 
Standard unit was the Sovereign, and the Rupee was a token 
equal to one-fifteenth of the Sovereign, although allowed to 
circulate as unlimited legal tender, 
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,^ci3ow this proposition will be stoutly disputed by Govern¬ 
ment spokesmen, because they have been assiduously putting 
forward the proposition that the Is. 4d. rate was merely a 
matter of convenience, and that there was nothing sacred 
about it, and that it was open to us to-day to adopt any other 
ratio that may seem most convenient, and, by implication, they 
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would ask us to believe that such change may be made every 
few years if it appears desirable. It is, therefore, necessary 
to once more emphasize the findings of the Royal Commission 
of 1913, which was presided over by Mr. Austein Chamber- 
lain and of which Sir Basil Blackett himself was the 
Secretary. The following are some of their findings:— 


FINDINGS OF THE CHAMBERLAIN COMMISSION. 

1. That the history of the 15 years ending with 1913 
had shown that the Gold Standard had been firmly secured 
in India (para 223 iv). 


2. That the Indian system was a Gold Standard sup¬ 
ported by gold in Reserve and with a currency in internal 
use composed mainly of rupees and notes (para 50). 

3. That the Rupee was a token passing at a value above 
its intrinsic value and at the same time was unlimited legal 
tender. It was, however, not practicable to even consider 
the limitation of the amount for which the Rupee was legal 
tender (para 66). 

4. That the Indian Act XXII of 1899 making the 
Sovereign and the half-sovereign legal tender throughout 
India at 15 Rupees to the £ was the only statutory 
provision for the rating of the rupee <a> Is. 4d., and had the 
effect of providing a statutory means of preventing the rupee 
from rising above the par of Is. id. (para 21). 

(This cannot have been merely a convenient rate as is 
now claimed, because they here talk of “the par of ex¬ 
change” and of “preventing the Rupee from rising”). 
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5. That except for one temporary fall to below specie^ 
point for a brief period during the crisis of 1907-08 the 
rupee has remained fixed at the par of Is. 4d. ever since 
(1898) (para 20). 


(Note again the words “par# and “specie points”.) 

6. That the reserve of coined rupees in India was 
needed in order to prevent the possibility of the exchange 
value of the rupee going over Is. 4d. (para 30). 


7. That they favoured absolute discretion being left to 
the Secretary of State as to the amount of drafts or the rate 
at which they are sold, provided it was within the Gold 
Points (paras 184-186 and 223). 


8. That the price of Is. 4^d. for Council Bills approxi¬ 
mates to the normal gold Export Point from London to 
India (para 33). 

(iSote the words “Gold Points”. If the rupee was not 
really a gold standard unit, how could there have 
been any gold points ( !) 


All the above are definite findings of the Chamberlain 
Commission, and definitely point to what the Rupee represent¬ 
ed in terms of gold. The Fowler Committee had expressed the 
opinion that “the habit of hoarding did not present such 
practical difficulties as to justify a permanent refusal to 
allow India to possess the normal accompaniment of a Gold 
Standard, viz . a Gold Currency”. However, this was re¬ 
fused to India, and this country was compelled to be satis¬ 
fied with what is commonly known as the Gold Exchange 
Standard. The objections of those who protested were airily 
brushed aside by the Chamberlain Commission. They say 
(in para 66) “there is the argument that without gold in 
“active circulation, India’s Currency System must remain a 
‘“managed’ system, it being implied that a managed system 
“is a bad system. The ideal with which this managed system 
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7( contrasted seems to be the system of the United Kingdom 
t w ^ ere t’ res ti supplies of the only imlimited legal tender coins, 
‘•the sovereign and the half-sovereign, can be obtained at will 
^ by anyone that takes gold to the mint for coinage. In our 
‘‘opinion this contrast is of no value. There does not appear 
^ to us to be any essential difference between the power to 
‘‘import sovereigns at will, and the power to have gold 
“coined into sovereigns in India.” 

Similarly in reply to demands for an automatic currency 
anti a mint to provide the same, they once more say that 
^the idea that such a Mint would give India an ‘automatic’ 
‘‘currency in any sense, which is not true of the existing 
“power to import sovereigns at will, appears to us to be 
wholly without foundation”. 

CONTRACTS AFFECTED BY THE PRESENT TAMPERING. 

u Will be clear from all that I have quoted above from the 
iu mgs of the Chamberlain Commission, that we had been 
put on the gold standard, that there was provision for export 
and import of currency at Gold Points, and that there was 
1 vision foi automatic supplies of additional currency 
whenever same became necessaiy. It will also be clear that 
, ‘ Ru V oe . was one-fifteenth of the sovereign. It was in 
onus of this coin that all contracts got adjusted after we went 
over to the gold Standard in 1895, and it was in terms of 
•his coin that all further contracts were made, and it is all 
SU ,' ' contracts that the Government's action in raising Ex- 
i lunge has modified in favour of the creditor. In this 
category come: 

all long term debt contracts or Promissory Notes 

all mortgages or Debenture Debt. 

all leases of rural or urban property 

all suivej settlements of land revenue which either ori- 

gmated or Were renewed in this period (1895- 
1915), 
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e do not know tlie extent of the engagements of Wtief 
<‘innocent’’ parties to wliom tlie Finance Member thought 
6 ‘heinous injustice” would be done if we went back to Is. 4d. 
gold, but I can give my readers some idea of the size of some 
of these other engagements, and leave it to them to judge 
which interests the Government ought to safeguard if. 
“heinous injustice” is to be avoided. 


LONG TERM DEBT CONTRACTS. 

Total Rural Debt of India. 

By far the most considerable of such contracts are those 
relating to the indebtedness of our Agricultural population, 
which is notoriously deeply submerged in debt. It is very 
difficult to say what the exact extent of this indebtedness is, 
and I personally feel that we should not be far wrong in put¬ 
ting it at 1,000 crores of rupees. However I do not wish to 
be charged with unnecessary exaggeration of my case, and will 
content myself with a quotation from “The Punjab Peasant 
in Prosperity and Debt” by Mr. Malcolm L. Darling of the 
Punjab Civil Service. This is what lie says at page IT of the 
above-mentioned work:— 

It would be a matter of highest interest 
if tho agricultural debt of the Punjab could be 
compared with that of other provinces; but, in spite 
of all that lias been written on the subject, so 
little is known about indebtedness in India that the 
only provincial figure available for the purpose is Sir 
Frederick Nicholson’s for Madras. In 1895 lie estimated 
the total rural debt of the province at 45 crores. and on 
the basis of this estimate Sir Edward Maclagan reckoned 
in 1911 that the total agricultural debt of British India was 
roughly 300 crores. We are likely to arrive at a more 
correct estimate if we take as our basis the Punjab figure 
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of to-day rather than the Madras figure of nearly 30 years 
ago. The Punjab figure (90 crores) is 19 times the land 
revenue of the province. Applying this multiple to the land 
revenue of British India (including Burma), we get a debt 
of 074 crores. There is, however, reason to believe that the 
Punjab is more highly indebted than most other parts of 
rural India. Various things suggest this; for instance, the 
comparative tables given above (pp. 6 and 9); the number 
of money-lenders, which in proportion to population is three 
times as great in the Punjab as in the rest of British India, 
and the special legislation that has had to be passed to 
protect the cultivator against the money-lender. Instead, 
therefore, of taking a multiple of 19 it will be safer to 
take one of 17. This gives a total of 603 crores. The 
amount is probably higher, as, wherever there is a perma¬ 
nent settlement, land revenue is on a much lower scale 
than elsewhere; nor does the land revenue figure 
taken for British India include land revenue enjoyed by 
assignees, though it does in the case of the Punjab. Fur¬ 
ther, if we apply the Punjab figure in terms of population 
we get a total of 1,0S0 crores, for the rural population of 
the Punjab is only one-twelfth of that of British India. 

Very tentatively, therefore, we may say that the total rural 
debt, of British India, with its population of 247 .millions, 
is not less than 600 crores or £ 400 millions. 


It will be seen that Mr. Darling puts the total rural debt 
of British India at not less than GOO crores or £400 millions. 
He does not include the 80 million people outside British juris¬ 
diction. If thpse are included the total should be 800 crores 
tuid it should be remembered that the modification of the value 
of the Rupee affects these 80 million people in the native 
states quite as much as the 247 million in British jurisdiction. 
However, even if we only consider these, twisting 
Ihe Exchange only up to Is. Gd. as it now stands, 
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Paeans tliat the cultivating classes will be compelled 
£450 million i,e., £50 million more or its equivalent in commo¬ 
dities in order to fulfil this debt if they ever repay it. 

RATES OF INTEREST THAT THE AGRICULTURIST HAS TO PAY, 

However, this is not the whole story. Whatever the debt 
and whenever it is to be repaid, interest on it has to be met year 
by yeai. "W hat the average rate could be is again very 
difficult to say, but Mr. Darling’s remarks at page 217 of the 
same book are instructive. He says. 

Rates of interest ordinarily, vary with the amount 
“of money available and with the risk incurred in lending 
it. In India, before British rule, money can never have 
“been plentiful, and the risk in lending’ it must always have 
“be v en great. This risk lay in the poverty of the borrower 
“and the insecurity of the harvest. In case of default the 
“cultivator had little that could be seized, and by custom 
bis land was virtually inalienable. Repayment depended 
“entirely upon the harvest, and, .if a scries of harvests 
“failed, it might well be impossible. Rates'of interest* 
therefore, have always been high compared with western 
“Europe. In ancient India, as We have Seen, they varied 
“from 16 to 60 per cent. Prior to British rule, the common 
“rate was 25 per cent, for cash and 50 per cent., for grain. 

These rates continued for a generation later, but as money 
“became more plentiful and agriculture less insecure 18% 
“per cent, came to be generally adopted for cash and 
“ 25 per cent for grain. In districts like Jullundhur and 
Lyallpur, where there was a plethora of money, the cash 
rate fell to 12 and even 6 per cent. Conversely, in the 
“more backward districts it did not fall at all. In the last. 

three years, however, owing to general scarcity of money 
“in rural areas, so great this year (192:1) that loans even 
“against jewellery were sometimes refused, the rates have 
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“risen abruptly, a change accentuated in the central Punjab 
“by the difficulty experienced in recovery, and in the less 
“secured districts by the drought of 1920-21. In some 
* ■ areas rates have actually doubled, and in at least one 
“district (Hazara) they rbse over 50 per cent. 


“These rates are for unsecured loans, and by no 
“means hard and fast in their application. ’ 


Apart from Mr. Darling’s views, such little experience 
as I have of the rates charged in the Co-operative movement 
makes me feel that the average rate on rural indebtedness of 
all kinds both secured and unsecured cannot be under 15 per 
cent., and perhaps it is a good deal higher. But, again, in 
order to avoid any charge of exaggeration, T shall take it at 
only 10 per cent, per annum. On 800 crores of agricultural 
indebtedness this means an annual charge of at least 
80 crores that the rural population has to bear in 
the shape of interest. Twisting Exchange up from 
Is. 4d. to Is. 6d. means that this rural population must 
find I 2 V 2 per cent, more in the shape of commodities to cover 
this interest, charge. It means that commodities worth at 
least 10 crores more have to be found than would otherwise 
be the case in order to meet the interest charge year by year. 


The next item similarly affected by this twist in Exchange 
is all mortgages of private property and all Debenture Debt 
(which is mortgage of Joint-stock property) which may have 
been entered into during the period when our official rate was 
still Kid. gold. T am unable to get together data to show what 
this would amount to, but taking into consideration all mort¬ 
gages of urban property, and all mortgages of the property of 
the non-agrioultural population, and including Joint-stock 
Company Debentures, I do not think there will be any 
exaggeration in putting the total for the whole of India at 
another 200 crores minimum. 
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LEASES AND SIMILAR CONTRACTS. 


The next very large group of contracts are leases of 
property or contracts for tenancy or occupancy rights. All 
these people are forced to pay 12% per cent, more in terms 
of gold or commodities for the rent named in the original 
contracts. 

CONTRACTS TO PAY LAND REVENUE. 


The last group of contracts are the contracts by which 
land revenue is fixed on agricultural land. This, I believe, 
is settled for a period of 30 years, and the Government was 
the creditor under all these contracts, and was entitled to a 
fixed number of rupees during the period of the settlement. 
Each of these rupees meant 7.53 grains of gold or its equiva¬ 
lent, and Government by twisting exchange up as it has done 
to-day is extracting 12*4 per cent, more out of all those who 
have to pay land revenue or rent of a kindred nature. We 
shall discuss this more in detail in the next chapter. 
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CHAPTER III. 




TOTAL VALUE OF CONTRACTS AFFECTED BY TAMPERING 
WITH CURRENCY. 

In the previous chapter, I have taken up the question 
of 4 ‘heinous injustice” that the Finance Member claimed 
would be caused to certain sections of the community 
if the present rate of Exchange was disturbed, and I have 
pointed out how there were other and far larger interests to 
whom far more heinous injustice had been done by disturbing 
the pre-war ratio and by thus varying contracts entered into 
since 1895 when we went over to the gold standard with 16d. 
as our legal ratio. 

Among the contracts that would be so varied as against 
the debtor and in favour of the creditor, I have mentioned: 

1. Our agricultural indebtedness with a liability of 
800 crores of rupees or more for principal and 
80 crores minimum for interest charges. 

2. All Mortgage or Debenture debt on non-agricul- 
tural property, which I put at not, less than 200 
crores. (I have not discussed the annual interest 
charge on this item in the previous chapter, but it 
should not average less than 7 1 2 3 4 /? P er cent, P er 
annum, say another 15 crores year by year). 

3. All leases of rural or urban property. (The figure 
is not very easy to estimate, but must run into 
many crores for the whole of India). 

4. All Land Revenue Settlements. (These are analo¬ 
gous to rent, and are contractual relations between 
Government and the Ryot, obliging the latter to 
pay a certain fixed sum to Government for a cer¬ 
tain period.) 
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shall now try to arrive at a more exact figure for tf 
. :em * The First Issue of the Agricultural Statistics ol 
fitish India gives details of areas permanently and tempo¬ 
rarily settled, and I find from the figures given at page 352 
that the total Land Revenue was about 35.66 crores, of which 


4.79 crores referred to areas permanently settled, and the 
rest viz. 30.87 crores was for areas temporarily settled. It 
is this 31 crores a year that is directly affected by the mani¬ 
pulation of the Exchange Ratio. Survey Settlements are in 
effect attempts to estimate the outturn of any given land and 
fix a certain percentage of the same as the share of the 
Government. That share was expressed in terms of rupees 
so as to allow simplicity of collection and save Government 
from the vicissitudes of the seasons. Now Government goes 
and changes the meaning of the rupee—changes what the 
rupee stood for—in all these contracts, and thus tries to get 
12*4 per cent, more than it would be otherwise entitled to. 


In any case, the four classes of contracts indicated above 
would mean an annual liability for interest, or rent, or revenue 
settlement, of 

80 Crores for interest on agricultural debt 
^ „ „ mortgages 

30 „ land revenue settlements. 

say 125 Crores 


add say 


and at least 


and we get 


0 »> for group 3 viz, rent due under 

leases of rural and urban 
property. 

n for instalments in repayment of 
principal on the first two 
groups of debt assuming an 
average repayment ofprinci- 

--y— pal of 4% per annum, 

175 Crores. 
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^/it is the burden of this annual payment of 175 eroi 
ich is increased by 12% per cent, or say some 22 crores a 
year in terms of gold or commodities than it would have been 
if there had been no tampering with the Rupee. If the Finance 
Department have a soft corner in their hearts for the innorent 
people that Sir Basil Blackett spoke of, we may 
well ask them what they have to say of this very 
heavy additional burden, which they have, by their 
manipulations, put on other people who were even 
more innocent, and a burden which they will have 
to bear for the full period of their contracts and not only 
once as in the case of the people Sir Basil had evidently in 
mind. 


IMPORT FIRMS MUST BE THE INNOCENT PEOPLE 
GOVERNMENT SPEAK OF. 

Who these latter were is most probably indicated in the 
following remarks of Sir Campbell Rhodes. During his 
speech on Mr. Raju’s Resolution asking for a Currency Com¬ 
mittee on the 23rd January 1925, he said: 

“I know what dislocation in the foreign Exchanges 
“means.I remember those wholesale repudia¬ 

tions of contracts which caused loss to so many innocent 
“people and which affected India’s good name in the 
credit of the world, those numerous failures of many 
“Indian firms, those heavy losses which Indian Firms to 
their credit (as well as European) stood upto and were 
so crippled that even to-day they cannot stand such 
1 another shock. The mover has suggested obviously 
“that we ought to be back at Is. 4d. He has not told us 
“how we are going to get there. I listened very care 
“fully to hear how we shall get away from the 
“present rate to Is. 4d. without causing another serious 
“crisis,” 
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these remarks of Sir C. Rhodes clearly show who these 
“innocent.” people must be. It is not unreasonable to infer 
that it is a supposed loss to certain import merchants who 
may have failed to cover their exchange that Sir Basil 
Blackett and his Finance Department seem to have so much 
at heart. But in his speech on the Indian Coinage Act 
Amendment Bill on the 3rd February 1925 Sir C. Rhodes 
was even more explicit. He then said:— 


“The Importers who have not fixed their engagements 
“for their purchases will have a serious grievance against 
“this House and against Government if they find that they 
“are landed suddenly in an undeserved loss of 13 per cent.” 


My readers will therefore now see very clearly which 
interests it was that the Government had so much at heart 
when they spoke of “heinous injustice” to 4 innocent* people. 
Sir C. Rhodes* remarks make it very clear that it was the 
interests of the Import Firms that they were so solicitous 
about. But if they have a soft corner for these people, who 
would suffer by our going back to Is. 4d., I would ask both 
Sir Basil Blackett and the Finance Department what they 
have to say of the losses inflicted on the other side of the 
account when Exchange was put up from Is. 4d. to Is. 6d. 
Have they no sympathy for these losses and for the hundreds 
of millions who had to suffer them? Or do they wish us to 
understand that there are no losses inflicted on any one when 
exchange rises? 


The Import merchants could always have covered their 
exchange and if they did not cover it it was their own fault 
and in any case their total uncovered commitments at any 
ene time could not amount to more than 20 to 25 crores. On 
the other side of the account we have the producer of our 
Exports ?>., the cultivator of India. He put his seed in 
the ground in May-June 1924 and hoped to realise the full 


j 23 

tarket value that the world was prepared to give for liis 
produce in January-Marcli 1925. He never dreamt that 
Government manipidation of the Rupee would deprive him 
of 12V 2 per cent, of the price to which he was justly entitled. 
While the total amount on which the Importer ran an Ex¬ 
change risk was perhaps 20 to 25 crores the total amount on 
which the producer ran this risk was at least 500 to 600 crores. 
Again, while the Importer could have covered his exchange 
if he wished to do so, the producer could not possibly dolt 
even if he wished to keep himself covered. 

THE PRODUCER OF OUR EXPORTS AND NOT THE EXPORT 
MERCHANT THAT IS REALLY AFFECTED. 






It is usually said that the people who had to suffer on 
a rise in Exchange are the whole Export Trade of the 
country. I would ask my readers once again to 
make a clear distinction between the real original 
owner of these exports (the producer) and the export Mer¬ 
chant (who is merely the distributor). The two are con¬ 
stantly mixed up by Government apologists to prejudice the 
real issue, and to make out that our fight for a reversion to Is. 
Id. is merely a fight by greedy Bombay merchants for unde¬ 
served profits. Let us clearly bear in mind that the merchants 
are chs nbutors, and bite a slice off the cake (i.e,, the produce 
India) every time they handle it (i.e., in the sliane of 
commissions). They work at all levels of prices ami thev 

iw 0 hdd a on C thei t0 ° fSUCh Sma11 GViantitie.s as they 

real sufiW . . •. 11 1 0Wn accoUnt at an y given moment. The 
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rk/elymay be bad, and be may get far lower prices than 
jured on wben he began sowing six months earlier 
rese are quite sufficient hazards for the cultivator to risk, 
and he does risk them, because there is no one to guarantee 
Ms wage (i.e*, the price he is to get for his produce) as the 
Government or the Railways practically guarantee the wage 




of their employees. And it is the wage of this man, who 
already runs so many hazards, and who is admittedly poor 
and admittedly submerged in debt, that the Government would 
curtail by 12% per cent., so that their “innocent people”— 
the import merchants—may not suffer. 


I hope I have shown already how hollow this argument 
of heinous injustice to innocent people is, and how far more 
heinous injustice is done to hundreds of millions of innocent 
people by Government’s present policy. But this is not the 
whole story. Only 4 years ago, the Finance Department took 
up a n* altogether different position, and I shall now show what 
it was. 


SIR MALCOLM HAILEY AND THE IMPORTERS. 

As we all know, the ratio of 2s. gold was actually put on 
the Statute Book in September 1920. Between Febru¬ 
ary and September of that year, Government had sold 
Reverse Bills at as high as 2s. 10d., and had done every¬ 
thing in their power to make their new rate effective. Dealers 
and Importers all over the country most naturally took it 
that whatever happened 2s. was to be the new ratio, and made 
very considerable engagements for Imports on the basis of 
this 2s. ratio being maintained. But Government’s efforts to 
keep exchange at 2s. failed miserably in spite of all they 
could do, and Exchange went tumbling down, down, down, 
till it was under Is. 4d. The dealers refused to take delivery 
of and pay for goods that had been ordered except on the 
buns of 2s -to the rupee, and charged Government with a 
breach of faith. 
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liv Malcolm Hailey, tlie then Finance Member, said 
: ence to this in his Budget speech on 1st March 1921. 



‘‘Ordinary commercial prudence should have led 
“merchants to cover their exchange. Common commer¬ 
cial morality should at all events prevent those who 
“desire to dishonour their contracts from pleading so 
“unsubstantial an excuse as the failure of Government 
“to make its policy good. I can imagine no severer blow 
“to the international credit of India than that there 
“should be a general movement on the part of some 
“sections of her merchants to announce a policy of 
“general repudiation. ’’ 


The above will show my readers that the Finance Depart¬ 
ment can blow both hot and cold with the same mouth. The 
dealers who claimed the 2s. rate in 1921 had a far stronger 
case than those who might claim the Is. 6d. rate to-day, 
because, in 1920, 

1. A rate of a good deal over 2s. had actually lasted for 
almost a year. 


2. A weighty Committee had recommended it. 

3. The Secretary of State had accepted the rate. 

4. This rate was actually put on the Statute Books 
and last, but not the least, 


5. Government had dissipated 40 to 50 crores in an 
attempt to make their legal rate an effective rate, a sum quite 
sufficient in all conscience to show their seriousnesss of pur¬ 
pose and their determination to establish the 2s. rate at all 
costs. 


Contrast this with the present situation, and we find 
that— 


1 . 


The Is. 6d. rate was the effective market rate only 
from October 1924 i.e., only 5 months Jn&qu Sir 
Basil was speaking, and even theind^vi^lsb (>d. ' 
sterling and not lsh. 6d. gold. ^ 


« 
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The question of reverting to the Is. Id. rate had 


become a burning question since the introduction 
of Sir Purshotanidas 5 s Bills and must have been 
in the cognizance of all Importers and dealers. 


3. Government had made it clear through Sir Basil 
Blackett that the inference that Government 
thought that a higher rate than Is. Id. would be 
beneficial to India, was incorrect, and that Govern¬ 
ment could not say what ratio would have to be 
adopted finally. 


My readers will see. that the dealers who insisted on the 
2s. rate had far greater justification for their complaint that 
they had b <*n betrayed, and yet the only answer Sir Malcolm 
Hailey would vouchsafe to them was that “ordinary eom- 
“inercial 1 prudence should have led these dealers to cover their 
“exchange.” \\ r e may well ask Sir Basil Blackett, as the pre¬ 
sent spokesman of the same Finance Department, why the 
same answer is not given to those who had engagements made 
recently on the faith of Is. 6d., because, as I have shown, 
these latter people can only advance the flimsiest grounds for 
sue]) faith. In fact, they have no grounds whatever for any 
protection in their engagements. 

The real fact is that the Government is hard put to it 
to justify the maintenance and legalisation of the Is. Gd. rate, 
and is obliged to put forward any argument that can go down 
with the lay public to-day, even if it is in flat contradiction 
b> the attitude tne same Government had taken up 3 years 
earlier. This finishes my examination of the argument of 
“heinous injustice”. 

In the next chapter I shall take up further points in Sir 
Basil Blackett’s Budget speech in defence of Government’s 
Exchange and Currency Policy. 
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SUPPOSED NECESSITY FOR STABILITY OF PRICES 


AND OF EXCHANGE. 

In tlie previous chapter we have dealt with the argument 
about “Heinous injustice” that had been put forward in the 
speech of the Finance Member to justify maintenance of 
Exchange at Is. 6d. We shall now take up one or two more 
points of that speech. 

Government (through the Finance Member) argue that— 

“what the country wants as a whole is stability— 
“stability first and foremost in internal prices and next 
“in importance stability in Exchange.—and that after a 
“certain interval it made little difference either to the 
“exporter or to the importer either to the producer or to 
“the consumer what the precise ratio may be at which 
“exchange may stabilize itself provided that it remains 
• “fixed at that ratio for a reasonable length of time.” 

The above one sentence contains not one but several 
fallacies. 

The first fallacy relates to stability of internal prices. 

Sir Basil Blackett seems to place the greatest emphasis on 
this phase of Government’s Currency Policy for its greatest- 
if not its sole justification, because we find him saying in 
London on the 27th April .to an interviewer of the Financial 
News, that pending a definite settlement of the Indian 
Currency Problem we should aim at the stabilisation of prices 
rather than of Exchanges.* Then he went on to sav:— 

“Had the rupee been pegged down in relation to 
“sterling or gold, tlie movements of world prices would 

*To all interested in tins phase of the question I would strongly 
recommend a perusal of “The Gold Standard vs. a Managed Currency” 
by Mr. P>. M. Anderson of the Chase National Bank of New York. 

"VfeLii 
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“have reacted upon the Indian price level. This woulu^^ ^ j 
“have been more harmful to the interests of India than 
“fluctuations in the rupee Exchange. 


“The violent movements in international prices 
“since 1920 hardly affected the internal purchasing power 
“of the rupee, which fluctuated within narrower limits than 
“any other currency. Admittedly, the exchange underwent 
“rather wide movements, but this affected the welfare of 
“the great majority of the population to a much lesser 
“degree than wide movement of prices would have done.” 
(vide Statesman 19-4-*25). 


Tlie above would seem to show that the Government is 
pleased to fancy that prices in India are stable, because, fore¬ 
sooth, a certain figure called the average index number of 
wholesale prices has not moved except in a narrow range, and 
Government pat themselves on the back and claim that all 
this is due to their Exchange policy, but any one who has 
practical experience as a merchant, of wheat or rice or jute 
or cotton or tea or sugar or even jagree (gur), which is 
unrefined sugar produced and consumed entirely in India, 
etc., etc., in the past 5 years, will be able to tell Government 
that their talk of stability of Indian prices is a delusion. 


Prices of each of those articles have fluctuated in the past 
5 years in a very wide range, but, the Government, which 
keeps an eye only on the average index number of prices, 
has failed to see them. They, therefore, cannot see that while 
iho index figure gives an illusion of stability, the individual 
fluctuations may be very wide indeed, and to those who are 
made In suffer by it the stability of the average figure would 
hr no consolation. The following analogy may make my 
meaning clearer. Suppose a system of reporting average 
expenditure per bead of staff employed has been instituted in 
Go\einmenl Departments and a certain Department shows an 
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erage of 150 rupees a head. This may haye been made up 
of— 


1 Head of Department 

(a) 

1,500 

1,500 

1 Senior Assistant 

Co) 

1,000 

1,000 

2 Junior Assistants 

<a) 

500 

1,000 

4 

(a) 

200 

800 

12 Ordinary Clerks 

(a) 

75 

900 

10 „ 

(a) 

50 

500 

10 Peons 

(a) 

30 

300 

40~ 



6,000 

This gives an average 

of 150. 

The Department is then 

instructed to see that tins average is not exceeded. 

The Lee 

Commission comes along and gives Rs. 500 more to the Head 

and Rs. 200 more to tlie second man. 

These have to be given, 

and yet the sanctity of tlie average has to be preserved. The 

Head is asked to see that, the average does not exceed that 

laid down for his Department, viz . 

150 per head. 


He does it as follows 




1 Head of Department 

(a) 

2,000 

2,000 

1 Senior Assistant 

G) 

1,200 

1,200 

1 Junior Assistant 

& 

500 

500 

1 Junior Assistant 

O': 

300 

300 

2 Superior Clerks 

<a) 

200 

400 

2 Superior Clerks 

& 

150 

300 

10 Ordinary Clerks 

(a> 

60 

600 

10 Ordinary Clerks 

<a> 

40 

400 

12 Peons 


25 

300 

40 



6,000 
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he average would still be 150 per bead, and if 
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^Finance Member looked only at the average, he would feel 
very happy, as it would appear that the limit of expenditure 
he had laid down was being faithfully observed by that parti¬ 
cular Department, whereas, if he took the trouble to compare 
individual salaries, he would find very serious injustice done 
in particular cases. He would further find that the injustice 
and the hardship would have been imposed on those em¬ 
ployees that could least afford such cuts, hut were not in a 
position to oppose thou, and it would be small comfort to 
these men to be told that they had no ground for complaint, 
because Government was still paying Rs. 150 per head to their 
Department. 

w 

The above instance has been devised 1 'to'show the man-in- 
the-street the absurdity of taking Index Numbers as sure 
proof that prices had remained stable. It is as absurd as it 
would be in the above instance if a claim was made that the 
wages of the men in the Department in question had remained 
stable. 

Sir Basil Blackett has not cared to go into a detailed 
analysis of the figures that make up the Index Number, but 
takes this most unreliable general average as a reliable figure 
im* comparison with other countries whose figures are liable 
to the same criticism, and what is still worse, the articles that 
<ne used for such index, and the number of articles, varies 
\ei v widely and makes any real comparison of the index of 
iwo different countries impossible. Sir Basil himself says 



that it is a little dangerous to take index figures as an infalli¬ 
ble guide and vet cannot i*«.U+ +.... 1 . 
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occasion for a fresh exposition of Government’s Currency 
Policy and among other things said:— 

Let me now give tiie figures wJiielr I promised 
in support of uiy claim in regard to Indian prices. 
Taking tlie prices of July 1914 as 100. tile Calcutta Index 
“number of wholesale prices in India rose to 197 in 
September 19.1b and to 218, its maximum, in January 
“1920. The lowest point to which it has since fallen is 
“170 in July 1923. Between January 1st, 1922 and the 
“present date its range has been between 187 and 170, a 
I “range of under 10 per cent. At the end of December 
j “1924 it stood at 180. Contrast the position in England. 
I take the Board of Trade figure. From 100 in 1913 it 
i gsg steadily till it reached 307 in 1920, a maximum nearly 
100 points higher than the Indian maximum. 

“Its lowest point since is 154 in September 1922. 
“Between January 1922 and to-day its maximum move¬ 
ments have been between 154 and 170, a range much the 
same as in India. In the United States of America the 
“corresponding figures are: _ 


1913 

1918 


100 

194 

226 


Maximum 1920 


“Minimum since the beginning of 1922,145. Range 
since that date and to-day between 145 and 167, a larger 
range than we have experienced in India. It will be seen 
that, though the dollar has never been dissociated from 
gold, prices in the United States rose higher than the 
‘‘maximum Indian figure and have since fluctuated more 
violently than Indian prices . 11 


All tins is, in plain English, mere moonshine. No real 
comparisons of Index numbers are possible, and no such con- 
elusions can be justifiably drawn from them, although very 
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pery learned men do waste tlieir time in such compari¬ 
sons. I will first show why no correct comparisons can be 
made. I have already pointed out earlier that the sets of 
articles and the number of articles used for framing Index 
Numbers vary in each country, and so a comparison would be 
of likes with unlikes. But as if this was not trouble enough, 
there is a serious difference between experts as to 
the correct Index Number even for one and the same 
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country when 

it is made up 

by 

more 

than one 

authority. In 

both the United Kingdom 

and the 

United States 

there now exist 

3 or 

4 different sets 

of Index Numbers by different authorities which, on occasions, 
disagree profoundly among themselves. I will first give the 

figures for the United States: 




United States Index Numbers 

of Wholesale Prices . 


Basis—1913= 

100. 




Bureau 

of 

Brad- 


Federal 

Reserve 


Labour. 

stree 


Board. 

1918 

194 

203.2 


1*7 •< 

1919 

.. 

202.7 


211 

1920 

.. 

197.2 


239 

1921 

147 

122.3 


149 

1922 

149 

133.7 


158 

1923 

154 

145.2 


164 

1924 

150 

140.3 


151 

N. B.—First 

column is from Economist 

Monthly 

Supplement. 

Second and third from The Statist. 




It will be seen how serious the variations are between 
one set of figures and another. The Bureau of Labour figures 
show great stability between 1921 and 1924, while the Federal 
Beseive Board figures would show rather wide fluctuations. 
I may point to another curiosity. Bradstreets make out a 
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me of 5 points between 1919 and 1920. The Feder 
Reserve Board make out a rise of 28 points in the same 
period. Again as between 1922 and 1921 Bradstreet makes 
out a rise of 1 point, but the Federal Reserve Board finds a 
fall of 7 points. There is similar discrepancy noticeable 
between Bradstreets and the Bureau of Labour. It will be 
noticed that in 1918 Bradstreets was 9 points higher but in 
1922 it w r as 25 points lower. 
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We shall now look into the figures of the United King- 


United Kingdom Index Number of Wholesale Prices . 
Basis—1913=100. 



Econo¬ 

mist. 

Statist. 

Board o£ 
Trade. 

1921 

181.0 

182 

197.2 

1922 

159.5 

154 

158.8 

1923 

162.1 

152 

158.9 

1924 

173.9 

164 

166.2 


N. B.—First and third column from Economist Monthly Supple¬ 
ment. Second column from Statist. 


It will be seen that while in 1921 the Board of Trade 
finds prices 16 points higher than the Economist, in 1924 it 
finds them 8 points lower. In other words wdiile the Econo¬ 
mist finds a fall of only 7 points between 1921 and 1924, the 
Board of Trade finds a fall of as much as 31 points. Any 
one that looked only at the Economist figure would consider 
English prices fairly stable as between 1921 and 1924. On 
the contrary, one who looked at the Board of Trade figure 
would find in them sure indications of wild fluctuations. 

It will be now clear to all my readers how impossible it 
is to make any sound comparisons of Indian prices with 
those of the United Kingdom or the United States when the 
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fmi^ties of these very countries are not agreed as to rwhal 
rue index is for their own country. This does not at all 
mean that any of the three indexes is wrong. Each is correct 
according to the method followed, but the articles are different 
or are more of less numerous, and there cannot be any true 
comparison between them. How can there be then any true 
comparison between these English or American Indexes and 
the Indian Index? 
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There is something funnier still. These figures for India 
lead us to a most extraordinary conclusion namely that 
prices in India although stable are at a higher level than 
those in the United Kingdom, and yet—marvellous to relate— 
this dearer India is able to sell its goods to the cheaper United 
Kingdom. I will now show how we can arrive at such an 
extraordinary conclusion. 


Taking the figures given in the Statist, we find that the 
Index Numbers were as follows:—■ 

United Kingdom. 

Pre-war 


April 1923 
August 1923 
December 1923 
April 1924 
August 1924 
December 1924 


100. (1914) 

157.6 
147.1 

156.7 
160.9 
162.4 

173.8 


India. 

100 (July 1914) 

178 
171 

179 
174 

180 
176 


biow we till know that India has been selling enormous 
amounts of its raw materials of every kind to overseas markets 
in oh i y one oj these years, and it is sold very largely through 
the United Kingdom. Any merchant and any Banker can 
tell Government that no sales would ever be possible unless 
Indian commodities were lower than what they were quoted 
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in the United Kingdom. But, if the above index-figures 
could be relied on, we find the following:— 


1. Prices in 191311914 were at parity in both countries, 
and as exchange was then stable at Is. 4d., it means that 
Ks. 1,500 worth of commodities in India were then equal to 
£100 worth of commodities in England. 


2. In August 1923 Indian prices were 71 per cent, 
higher. Therefore, what was worth Iis. 1,500 in 1923 must 
now have been worth 71 per cent, more i.e., Ks. 2,565. In 
that month too, Exchange was curiously enough at Is. 4d. 
Therefore, Ks. 2,565 would mean £ 171. Throughout 1923 and 
1924 exports of Indian commodities have been brisk, and we 
did sell our commodities to the United Kingdom or the Conti¬ 
nent. Our Index Number, however, shows that prices in the 
United Kingdom were then only 47 per cent, higher, i.e., what 
was worth £100 in 1913 was worth only £147 in August 1923. 
Therefore, a given volume of commodities was according to 
these wonderful Index Numbers worth £171 in India and 
only £147 in England and yet India was selling its commodi¬ 
ties freely to England. YTe are consequently driven to the 
extraordinary conclusion that India was selling goods costing 
£171 to the United Kingdom where they only fetched £147. 


3. The difference in the price levels in these two coun¬ 
tries, would apparently seem to have been righted in December 
1924, as the difference between the two indexes is only 2 points 
in that month. But this would be a superficial view. In 
December 1924 Indian prices were shown by the Index to be 76 
per cent, higher than 1913. This means that, what was worth 
Rs. 1,500 then, would be now worth Rs. 2,640, and at the pre¬ 
vailing rate of Exchange which was Is. 6d. this Rs. 2.640 is 
equal to £198. As prices in the United Kingdom were only 
73.8 per cent, higher; what was worth £100 in 1913 would 
now fetch only £173.8. Hence we have once more the miracle 
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selling goods worth £198 in a market where accordV 
he wonderful index number they ought to be worth 
y^6173.8. 


I leave my readers to work out the other figures and 
satisfy themselves how absurd the claim for a comparison of 
the two indexes is. 


However, if there is any substance in the claim made on 
behalf of Government that they were able to manipulate 
Indian prices through their currency policy, these same Index 
Figures would also show that our Finance Department is 
guilty of raising the prices of certain necessaries of life of 
the English working-man, viz., tea and sugar, or of a necessary 
raw-material like Cotton, and ought to be impeached before 
the House of Commons. For, do we not find the prices of 
articles of chiefly Indian consumption kept down to a low 
level, while the prices of cotton are put up against the Lanca¬ 
shire Mills or of tea and sugar to tremendbus heights against 
the British working man. For, was not cotton put upto 
301 or tea to 213 or sugar to 277 against a pre¬ 
war 100 when they were keeping down the food¬ 
stuffs of India to 110 or 115 against the same pre-war 100. 
I know this will be called absurd, but is it any more absurd 
than the claim of the Finance Department that they were 
controlling prices through their Currency Policy ? 

However, if such comparisons of Index Numbers show 
am thing they show that India might have been at least as 
well off as the l nited States in the matter of prices if our 
Government had not deviated from the path of strict currency 
rectitude, and had insisted on the tender of gold before issuing 
fmy fresh currency here. Our sterling exchange would 
1m e then gone up as the Iv ew 1 ork cross rate went down in 
order to preserve the parity of the rupee with gold. As 
there were then still many difficulties in the way of Gold 
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;• here, the insistence of Government on having gold 
endered would have automatically raised Rupee-Sterling 
exchange not only to its gold parity but a good deal beyond 
it and would have kept Indian prices in check even more 
effectively than Government manipulations did. India would 
then also have been saved the enormous losses on Reverse 
Bills, and prices in this country would have auto¬ 
matically come down to-day to levels similar to the 
United States which are lower than in England or 
in India, if these Index Numbers are any guide at all. 
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Therefore a proper appreciation of the subject does not 
provide any defence of Government’s Policy but a definite 
condemnation of Government muddling since 1917 and at the 
same time provides the strongest proof of the value of sticking 
to the Gold Standard in India. 

In fact, any talk of ability to control prices is absurd, 
because the juices of all important commodities are governed 
by world factors over which even the mighty Indian Govern¬ 
ment has no control. What the Government can do and has 
done is to reduce the return to the producer by 12 y 2 per cent. 
indiscriminately whether the price of an article was unduly 
high or whether it was already unduly low. We shall discuss 
this phase ol the problem at a later stage wdien we come to 
the argument of the Producer versus the Consumer. Mean¬ 
while, we shall go back to another of the fallacies that Sir 
Basil Blackett has been responsible for, when he said that 
“what the country wanted as a whole was stability-stability 
first and foremost in internal prices and next in importance 
stability in Exchange.” 


STABILITY IN EXCHANGE. 

I have already shown how ill-founded is the claim of 
stability in internal prices. We shall now examine the argu¬ 
ment about stability in Exchange. The apologists of Govern¬ 
ment have constantly pretended to understand the agitation 
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raturn to.the pre-war ratio as a demand for stability ir 
nge. There certainly lias been such a demand from 
Import and Export merchants and from Exchange Bankers, 
because these people are distributors, and would prefer to 
see the risk of exchange fluctuations removed from their 
calculations. To these people it does not matter whether the 
cultivator gets 100 rupees or 120 rupees or only 80 rupees for 
his produce, because they are only concerned with their own 
commissions in the handling of it, and they only have a 
grievance when a sudden change in the rate of Exchange 
wipes off the commission or profit margin that they may have 
figured on in putting out their offers to overseas corres¬ 
pondents. The European Commercial interests prepon¬ 
derate in the Import and Export trade, and in the financing 
of the same by Exchange Banks, and it is these interests that 
constantly clamour for stability with Sterling. They do not 
care whether the rupee is 16d. or 26d. What they want is 
that it should remain fixed at some one figure, so that they 
can make their calculations, free from all anxiety as to what 
exchange might be to-morrow. But the interest of the pro¬ 
ducer is to see that he gets the fullest value that world prices 
will permit. It will, therefore, be clear that the interests of 
the merchant—whether export or import—and of the Ex¬ 
change Banker are at variance with those of the producer. 
It is noteworthy that the Indian Merchants Chamber which 
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has been the most prominent and untiring critic of Govern¬ 
ment s Exchange and Currency Policy has not asked for 
mere stability as the European Commercial interests have 
done. Tt has alwavs insisted on a return to the pre-war ratio. 
However, the puhlie utterances of official spokesman seemed 
to show that Government understood even the Indian Charri- 
heris demand to he a demand for stahilitv at 16d. Sterling, 
and that the only difference between Indian and European 
opinion was as to whether the figure should he 16 or 18 or 24. 
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,(8Xi ndian Merchants Chamber, therefore, took the 
V^y^$fa visit of Sir Basil Blackett to this Cliainber on lOtli July; 
1924 to clearly define its position. Tlie Chairman in his open¬ 
ing speech welcoming Sir Basil Blackett said:— 

“Some confusion would appear to have been 
“caused through the misapprehension which prevailed that 
“what my Committee wanted was stability at Is. 4d. Ster¬ 
ling. Proceeding on this theory, you, Sir, wanted to prove 
“at the annual meeting of the Associated Chambers of 
“Commerce that such a step would involve this country 
“and the Government of India in disaster. My Committee 
“have said over and over again and would like to repeat 
“here that what is suggested by them is that the ratio 
“be restored in the Paper Currency and the Coinage Acts 
“to where it stood before September 1920 and that Ex¬ 
change may then be safely left to take care of itself 
“without any manipulation whatever, 7 ’ 

Tlie pre-war ratio in tlie two acts was 

7.53 grns. of fine gold to the rupee 
or 15 rupees to the Sovereign 

and there is no linking wfitli Sterling in either these two Acts 
oi any other pre-war legislation. I would ask my readers to 
note this most important difference between the policy advo¬ 
cated by the European interests, namely that of mere stability 
in Sterling, and the policy of stabilisation in terms of gold 
(whatever the sterling fluctuations might be) that has been 
persistently advocated by the Indian Merchant Chamber. 
The former is based on a narrow self-interest, the mere effort 
to avoid the inconveniences of Exchange fluctuations. The 
latter is based also on self-interest, but a far more enlightened 
sell-interest, because if the commercial community in India 
is to prosper, its most important customer—the agricultural 
population— must prosper first, and it is, therefore, for justice 
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illation that the Indian Chamber has been putting^ 
cli a tough tight for so many years. Its object has been 
purposely misrepresented, but it will, stand vindicated in the 
eyes of all who give any thought to the objectives of the 
European and the Indian Commercial Community. 


However, stability of Exchange, in the sense that the 
European interests in this country would like to have, has 
appeared to Sir Basil Blackett to be the second most 
important desideratum of our Currency Policy, and so it 
might not be out of place to cpiote what the Babington-Smith 
Committee itself thought of this demand for stability in Ster¬ 
ling. This point seems to have been powerfully pressed on 
them in the interests of inter-imperial trade etc., but this is 
what they say:— 


“Our conclusion after considering the views put 
“before us is that for current operations of trade, stability 
“is an important facility, rather than an essential condition, 
(para 34). 

u 

“We do not, however, consider that a fluctuating 
“Sterling Exchange will create an obstacle of a serious 
“character to trade between the United Kingdom or to 
“existing methods of financing that trade, provided that 
“the system in force is such as to enable trade require- 
“ments for remittance to be met readily and to their full 
“amount. In any case the fluctuations of the rupee ster¬ 
ling exchange will only exist until the gold basis of the 
“British Currency is restored”, (para 56). 


The above shows how little importance was attached even 
by the Babington-Smith Committee to talk of stability with 
Sterling, and it is not a little strange that the Finance Member 
should consider this kind of stability the second most im¬ 
portant objective of bis Currency Policy. What Government 
ought to see to has also been clearly indicated in the above, 
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that “the system in force should be such as to ena 
id e requirements for remittance to be met readily and to 
their full extent. ’ ’ The italics are mine. If Government can 
go back to a system where trade requirements can be so met, 
they will soon find that both merchants and bankers will easily 
adjust themselves to it. It is just this that is badly wanted 
to-day, as, under the system as it is now worked, the trade 
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requirements are not met readily and not met to tlie full 
extent. 


This disposes of the argument about stability of Ex¬ 
change. I do not think it necessary to further labour the 
point except to point out that stability with sterling might 
have taken us down the abyss into which rolled the German 
mark or the Russian Rouble, as Sir Basil Blackett himself 
once pointed out, and that we must—if we want a sound 
system—link our rupee to gold and gold only. 



misTfy 


CHAPTER V. 




SUPPOSED ADVANTAGES OP HIGH EXCHANGE IN 
REPAYMENT OP STERLING DEBT. 

We shall now take up two other arguments for a high 
exchange that are given in the budget Speech, and that I 
have given as the 5th and the 8th items in the arguments of 
the Finance Member. These are:— 


That a given amount of Rupees produces a larger 
amount of Sterling and will go further in redeem¬ 
ing India’s Sterling indebtedness, (para 42). 

That we were in a position to reduce Provincial contri¬ 
butions, because the amount of Rupees required 
from the Indian taxpayer to meet external pay¬ 
ments, was lower owing to the high average rate of 
exchange and partly also because owing to the 
Exchange policy of the Government, the level of 
prices in India had not risen in such a way as to 
increase the rupee expenditure of the Government 
(para 45). 


~ Both arguments have the same basis, viz., that the higher 
value of the rupee has enabled Government to use fewer 
rupees for meeting its foreign disbursements as well as its 
disbursements in India, and the usual bait is thrown out that 
the saving thereby made enabled the Government of India to 
remit Provincial Contributions. 


I propose to now take up the question of the saving in 
the foreign debt. This is a problem which very easily mis¬ 
leads the layman. He says to himself that there can id Ic.isi 
be no question about this saving. He argues thus: “India 
owes £1,000 of Railway Debt to England. Originally i.e., at 
pre-war exchange we should have had to lind Rs. 15,000. 
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.y we get off by paying England only Rs. 13,333 am 
save the rest. 5 J He must, no doubt, think our Government 
was Wonderfully clever in making England accept a smaller 
sum, and if England really did accept less than the money 
that we owed it, it would, no doubt, be very clever handling 
indeed. But the facts are otherwise. If we could print off 
Rupee Currency Notes and pay our debts, we could pay off 
the whole of our foreign debt in no time, but our foreign 
creditors will not take our rupees or our notes in payment. 
.What they insist on is payment in gold or in commodities. 
If the debt is a thousand pounds, they will insist on nothing 
less than a thousand pounds worth of gold or a thousand 
pounds worth of commodities, and India will have to find 
this amount of gold or commodities and nothing less. 
Whether 1,300 or 1,500 rupees command this amount of gold 
or commodities is no concern of the foreign creditor so long 
as he gets the amount of gold or of commodities that he is 
entitled to. Our International Debts are not settled by send¬ 
ing Indian Currency to foreign countries. They will not 
accept our Currency. What we will have to send is our goods 
and services. This is what really happens. 
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X tons of wheat fetch £1,000 in foreign markets. On the 
pre-war basis these X tons of wheat would be worth Rs. 15,000 
here. The Government by tampering with the Currency 
make Rs. 13,333 command X tons of wheat in India to-day. 


Put in formula shape, we would get— 

X tons of wheat — Rs. 15,000 = £ 1,000 
X tons of wheat = Rs. 13,333 = £ 1,000 

The Government triumphantly point to the saving of 
Rs, 1,067 but as a matter of fact there is absolutely no saving 
1o the country, because it still has to part with X tons of 
v bent to pay that debt of £1,000, 
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Ihe layman does not understand this. He thinks that 
payment can only be made in money. He himself freely 
accepts in his every day dealings these bits of silver or paper 
that we call rupees or notes, and it is, no doubt, hard for him 
to appreciate that these bits of silver or paper would not be 
acceptable outside the frontiers of India. But every student 
of Economics understands that international payments can 
only be made in goods and services or in gold, which is the 
one commodity universally accepted, and none understands 
it better than our present Finance Member, because in connec¬ 
tion with this very external debt of India Sir Basil Blackett 
once told us that it was— 


“a drain of India’s production of goods and ser¬ 
vices in the future upto the value of the principal, together 
“with the future further drain of these goods and services 
“tor interest, during the interval until the principal is paid 
“for ’ (quoted by Mr. Devki Prasad Sinha in the Assembly 
on 17th February 1925). 

It is, therefore, a matter of surprise that the Finance 
Member who understands the real nature of the foreign debt 
payments so well should argue as he has done in his Budget 
speech that India was making a saving in the repayment of 
its foreign debt by juggling with the rupee. 

As 1 have always found many otherwise very intelligent 
laymen unable to follow this jugglery with the rupee, I will 
give a very simple analogy. We know that our former model 
of the 10 rupee notes was of the same size and kind of paper 
and, except for the wording, looked very much the same to the 
illiterate or to children as the 50-rupee Note. Now for mv 
analogy. 

A shopkeeper happens to go oui. He had been expecting 
a call from his wholesaler for payment, and leaves 
word with his son, a boy of 12, to pay the bill collector Rs. 30 
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pjftlic casli box, and, to avoid mistake, points to a corn' 
ie box where there were 10 rupee-notes and says ‘‘you are 
to give three.of these when he comes”. The collector calls 
as expected. The boy goes to the cash box, but happens to 
light upon another corner of it where there were 50-rupee 
notes. He takes out three notes and tenders them to the 
collector, but the man takes only one and goes away. The 
shopkeeper comes back and the boy tells him that he had 
given only one piece to the bill-collector instead of three 
and still the man went away quite satisfied. The poor boy 
thinks that he saved two notes for his father, but the shop¬ 
keeper knows to his cost that it was a bigger note that had 
been given away, and that there was not a saving, but actual 
loss. 
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This example will perhaps appear too trivial and too 
ludicrous to some of my readers, hut the argument advanced 
by the Finance Member is equally ludicrous and equally tri¬ 
vial. He forgets that when he talks of saving some rupees on 
his payment to our foreign creditor, it is different rupees 
that he is paying out. Like the boy in my story he is handing 
out a different and a lugger Note. 


Perhaps the laymen will here find another difficulty. ITe 
will probably say—“The shopkeeper’s son made that mistake 
because it was Notes of different values although they all 
looked alike, but the rupee is a coin not a Note, and so my 
analogy cannot apply.” I can understand this difficulty of the 
layman, but I am sure all students of the subject understand 
that the present rupee is no longer a coin in the ordinary 
sense, but is of the nature of a Currency Note. What is 
Jiio.lv, the Finance Member himself understands this equally 
u °tl* He put il very clearly on the 23rd January 1925 when 
]j“ was speaking on Mr. Venkatapatiraju’s Resolution for 
a Currency Committee. 
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Sir Basil Blackett tlien said:— 



“The Rupee, after all, is in essence a Note print¬ 
ed or, silver. It differs only in essence from a Currency 
“Note in that whereas it is intrinsically worth a consi¬ 
derable number of annas, a Currency Note is intrinsi¬ 
cally worth practically nothing at all. But in essence 
“the two are very much the same.” 


This idea was amplified on another public occasion. Sir 
Basil gave a very carefully thought out exposition of Govern¬ 
ment’s Currency Policy at the sessions of the Associated 
Chambers of Commerce on 4th December 1923 in Bombay. 
He then also explained what the Rupee really was, in the 
following words:— 

“For purposes of international payments there is no 
“need to draw a distinction between silver rupees 
“and Currency Notes. The one is a Note printed 
“on silver, the other a Note printed on paper. The 
“value of both depends from this point of view 
“on the power to exchange them when necessary 
for international currency. For, foreign debts 
“must be paid in international currency.” 

My readers wfill now see on the high authority 
of Sir Basil Blackett himself that the Rupee is 
merely a Note printed on a strip of silver instead 
of a strip of paper as ordinary Notes are. Such 
Notes can be made to carry any value that the law 
gives them. Sir Basil, who so well understands the nature of 
this Note printed on silver, evidently forgot all about it when 
he was telling the Assembly about the profits lie was making 
for India on the payment of its foreign debt. He evidently 
forgot that 10 years ago we were using Ifi-penny Notes. 
To-day these silver Notes are 18-pentiy Notes i.e. } bigger 
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To talk of using fewer Notes is very like the shop 
^ £’ s S on in my story. He was so happy when he gave 
away only one fifty-rupee Note instead of three ten-rupee ones. 
Our Finance Member seems to he ecpially triumphant when 
he pays away 16 eighteen-penny Notes where formerly he 
would have had to pay out 18 Notes, hut sixteen-penny ones. 
He fancies he has saved two Notes. As a matter of fact he 
has paid out the same amount of money, and saved nothing 
to the country. 
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I have shown why the claim of the Finance Member 
that he was making a saving in the re-payment of our Ster¬ 
ling liabilities through the manipulation of the rupee was 
entirely unfounded, and that India had to part with the same 
amount of goods and services in the payment of a given 
amount of Sterling debt whether the rupee stood at 16d. or 
18d. or 24d. He is not only wrong in thinking that he has 
made any saving, but what is still more unfortunate he does 
not see that he has by this manipulation of the rupee immense¬ 
ly increased the real burden of India’s internal rupee debt 
and in that way has put the country to an enormous unneces¬ 
sary loss and forced the taxpayer to find additional goods and 
services to enable the Government to meet this loss. 


INCREASE IN BURDEN OP INTERNAL DEBT. 

Let us now see how this happens. The Budget speech 
gives the total amount of Rupee debt as on 81st March 1925 at 
a little over 500 crores (501.93 to be exact.) At 15 to the pound, 
this 500 crores would mean a total debt of £333 millions in 
gold. At the present rate of exchange of 18d., this same debt 
of 500 crores is expanded into a debt of £375 millions in gold. 
So far as regards the principal of the debt. 

Let us now consider the interest payments. Taking an 
average rate of 5 per cent, we get an annual liability of Rs. 25 
crores for payment of interest on our internal rupee debt. At 
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3 to the pound it would have meant an annual liability 
£10.66 millions in gold or commodities of equivalent value, 
but at the present exchange of 18d. to the rupee, it means 
that £18.75 millions in gold or equivalent commodities has 
to be found by the country to meet the same interest charge. 


It will, therefore, now be seen that while the exchange 
manipulations of Government do not save a single farthing 
to the country in the payment of either the interest or the 
principal of its foreign debt, these manipulations actually 
increase the burden of our internal debt by as much as £ 42 
millions for principal and £ 2.10 millions year by year for 
interest. There are very large amounts of short period rupee 
debt now outstanding, and the re-payment of these alone at 
the present appreciated rate of the rupee will mean an un- 
f necessary additional burden on the country of some £15 

millions in respect of the 175 crores of debt that mature 
within the next 10 years. Therefore all talk of savings being 
I effected for the taxpayer by means of the manipulation of the 

rupee is entirely incorrect and misleading. 

DOES THE PRODUCER GET A LARGER AMOUNT OF GOLD? 

I shall here take up another equally misleading claim 
made by the Finance Member in his Budget speech to show 
how India was being benefited by Government’s manipu¬ 
lation of the rupee, because it is based on the same false 
premises. He said in para 43 of his Budget speech: _ 


“In so far as India takes gold in payment of her 
“exports therefore a man who has had a given quantity of 
“Cotton or of wheat for export has been able to get in ex¬ 
change a larger amount in gold than previously. 

when the producer lias been getting a considerably larger 
“amount of gold for his produce^ how can it be maintained 
“that the rise in Exchange has been robbing him of 40 
“orores a year?” 
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/shall show in a subsequent chapter how the producer^ 
Joes lose 40 crores of rupees a yeay. I will here only examine 
the statement that the man who has cotton etc. for export 
got a larger amount of gold than previously or that the pro¬ 
ducer gets a larger amount of gold for his produce. 
This statement shows an entire ignorance of the condi¬ 
tions of our foreign trade. The buyer in Europe, America or 
Japan gives us a given amount of gold for our Cotton or our 
wheat, and the amount of money he so tenders for our produce 
does not depend on the rate of exchange, which the Indian 


Government may be pleased to keep at the moment. The 
price tendered in the foreign markets wholly and solely de¬ 
pends on the comparative value in gold of our own produce 
fys against similar produce of other countries, and it makes 


no difference to the buyer whether our exchange is 12d. or 16d. 
or 20d. To put it in other words if X tons of wheat or X bales 
of Cotton were worth £1,000 to-day in Liverpool, we shall get 
£1,000 to-day even if the exchange is 16d. or 14d. No more 
and no less. That such a preposterous claim could be put 
forward by the present Finance Member, who is reputed to 
have such a close grasp of the Exchange question, passes my 
comprehension. 


In the same paragraph he claims credit for another 
thing. He says:— 

1 i The price of gold has come down so much in terms 

“of rupees.that gold has looked very 

“cheap.” 


This again is an attempt to mislead the layman by making 
him think that the Government was getting gold cheaply for 
India by its manipulation of Exchange. But this cheapness 
is illusory. This country cannot and does not buy gold from 
overseas with the pieces of paper or metal that we call rupees. 



MIN tSTfy 



51 


sal payment is made by India in commodities, 
the example that I have already once given 


To take 


X bales of Cotton = Rs. 15,000 — 1,000 Sovereigns. 

X bales of Cotton = Rs. 13,303 — 1,000 Sovereigns. 

in which the first equation is on the basis of 16d., and the 
second on the basis of 18d., and a little reflection will show 
my readers that the 1,000 Sovereigns imported cost this 
country the same amount of commodities in hath cases , viz . 
X hales oflCotton. They should further remember that even 
according to Sir Basil Blackett himself our rupee is now of 
the nature of a Currency Note. They will then see that in 
both cases the 1,000 Sovereigns were paid for with 
a certain number of Xotes, but that in the second 
case it was notes of a larger denomination (eighteen- 
penny Notes) that were used, and they will then 
understand that there was really no saving whatso¬ 
ever to the country in the import of these 1,000 Sove¬ 
reigns. That Government should have to resort to such 
misleading arguments to win over the layman shows how 
weak their ease really is from a scientific point of view. 



CHAPTER VI. 




CAN INDIA FORCE OVERSEAS BUYERS TO 
PAY INDIA’S PRICE ? 

Another-cqually extraordinary claim made in the Finance 
Member’s speech is the following:— 

“The Importer (in overseas markets) has been forced 
“by India to pay the increased price represented 
“by the increase in the sterling value of the 
“rupee.” 

This once more shows an entire ignorance of how prices are 
made in world markets. India cannot compel the foreign 
buyer to pay any price it asks, but has to take such price as 
the foreign buyer is prepared to give, on a parity of similar 
produce then on sale in the same markets from other coun¬ 
tries. A case in point is cotton. In October-Pecember 
1923 all interested in the cotton trade somehow got the 
conviction that there would be a world shortage for the 
1923-24 season, and that there would not be enough cotton 
to go round. Active buying began, and there was soon a 
stampede on the part of all buyers to secure the cotton they 
thought they needed, and very fancy prices were paid. As 
much as 22d. was paid in Liverpool for American middling 
and the stapled varieties of cotton in India fetched more than 
Rs. 800 per candy in December 1923. To-day the 
position is reversed. Consumers have come to the 
conclusion for the past 12 months that there was 
quite enough cotton to go round, and prices in India 
are half or less than half what they were in Decem¬ 
ber 1923. If India were in any position to force the foreign 
buyer to pay the price that India wanted we should he able 
to get much higher prices to-day for our Cotton. But every 
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t knows tliat this is absurd. It might be imagined* 
claim might hold good at least for such articles as 


are India’s monopolies, such as Jute, Tea, or Shellac. But 
even here it does not hold good. Prices are so absolutely con¬ 
trolled by the position of supply and demand even in these 
monopoly articles that the market goes down to yery low 
levels as soon as the world demand falls off for any reason. 
This was the case with both Jute and Tea some years ago. 
It is the case with Shellac to-day. Nothing is, therefore, more 


preposterous than this claim that India can compel the 
foreign buyer to pay its own prices. The mischief of the 
present manipulations is that while the foreign demand is 
weak and foreign prices are already poor for both Shellac 
and Cotton, the raising of the rate of exchange makes these 
prices still poorer to the producer by Rs. 13 to 15 in the case 
of Shellac, or Rs. 50 to 60 in the case of cotton, and so on. 


The argument of India forcing the foreign buyer to pay 
India’s price has only been put forward to mislead the lay¬ 
man, and to make him think tliat a rise in Exchange would 
not matter, because India could always force the foreign 
consumer to jmy a proportionately higher price, but this is 
absolutely incorrect except for a commodity of which a world 
shortage is feared. Even then, the higher price India gets 
would be due not to Exchange, not to India’s own will, but to 
the shortage and consequent high prices asked by other 
countries for similar products. 
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CHAPTER VII. 




DIFFICULTIES TO BE FACED IN ANY POLICY OF 
PRICE STABILITY, 

In the argument about, prices in liis speech introducing 
the Budget for .1925-26 Sir Basil Blackett has also stated 
that the rise of approximately 12Vo per cent, in Exchange 
had been reflected not in a reduction of the Rupee 
prices obtained by the exporter in this country but by an 
increase in the Sterling price paid by the foreign buyer 
(para 41), and that the effect of the rise in Exchange had 
been in the main to keep Rupee prices from rising with world 
prices, which had been moving up oiitside India (para 40). 
This means that the manipulation of exchange had deprived 
our producers of 12 per cent, of the value of their goods 
when world prices had been moving up. I consider this 
action entirely unjustified, but 1(4 us assume for the sake of 
argument that the action of Government was justified in the 
interests of the consumer. Let us take it for granted that 
prices had to be kept stable. Does it not follow from this 
that in justice to the producer, who is made to suffer now, 
Government should manipulate exchange once more when 
world prices are falling. They would then be expected to 
lower the exchange rate once again to Is. 4d> or less, the 
action this time being intended to keep prices from falling 
below the present level, and to thereby protect the producer. 

A\ e may well ask the Finance Member whether he serious¬ 
ly proposes to rig exchange up or down by a penny or two 
every few years to keep prices stable in India. If so, we 
shall be glad to have a categorical declaration of such policy, 
otherwise the Government stands charged with manipulating 
exchange for the sake of only one section of the country and 
not for the interests of the country as a whole. 
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^iien again, another important question has to be consi¬ 
dered. Suppose one commodity so rises in the market that 
depriving the producer of 12 Y'Z P er cent, will not make much 
difference to him, while, on the other hand, there may be 
another commodity in which prices may continue so low that 
even the 12^/2 per cent, increase that the grower would have 


got on the basis of Is. 4d. would still leave the price of. that 
commodity at a very low level. We may well ask Sir Basil 
Blackett how he proposes to do justice to the growers of 
this commodity which continues at such a low level, or are 


we to understand that justice to such growers is considered 
uncalled for. I would particularly draw the attention of 
my readers to the difficulties, the inequalities and injustices, 


which would have to be faced and borne with, if we are to 
accept the Government \s right to manipulate prices through 
exchange. We should also have to accept the implication 
of this policy, namely that Indian Exchange should be moved 
up and down every few years just to keep Indian prices at 
an approved level. A moment’s thought would convince all 
those who give careful attention to this subject that such 
a state of things would not be tolerated in any country, be¬ 
cause it would give enormous and highly dangerous powers 


to the man who might be entrusted with the manipulations 


of Exchange, and, with human nature as it is, the consequences 
to the country might be disastrous. In fact, although Prof. 
Keynes and his small following in England tried their very 
best to make England adopt the policy of management of 
currency, the great body of financial opinion in England was 
solidly against it, and the suggestion was considered and 
authoritatively rejected by the Committee recently appointed 
bv the British Government to consider the return of England 
to the Gold Standard. As we all know they advised an 
immediate return to the Gold Standard, and the British 
Government Accepted and immediately aeted on tills reeom- 
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The Committee say in their report that 
alternatives before them were— 



1. to return to the Gold Standard, or 


2. to attempt to tind a basis for the currency unit 
* other than gold. 

and then say that the second alternative, in the form of 
proposals for substituting price level of commodities in 
general for gold as the regulating principle of the Currency, 
had been fully and carefully explained in evidence before 
them, and that they had come to the conclusion that as a 
practical present-day policy for England there was in their 
opinion no alternative comparable with a return to the former 
gold parity of the Sovereign, and that they were supported 
in this conclusion by the overwhelming majority of opinion 
9 both financial and industrial that had been represented in 

the evidence placed before them. The reason why the British 
Government and financial opinion in London discarded the 
} advice of Prof. Keynes probably was that they felt, to put it 

in the words of Mr. McKenna, that the Gold Standard was 
itself the best regulator of prices, that it was an international 
measure of value common to all, and mutually and universally 
accepted, that it was automatic in operation, and that it 
relieved the Central Currency authority of responsibility 
which might not always be discharged with the knowledge and 
judgment indispensable for the prosperity of the national 
trade. Mr. Goodenough of Barclay’s Bank put it even more 
emphatically when he insisted that a free gold market for 
London was the surest guarantee for stability in world prices 
and for confidence, both of which were essential to good trade. 


Unfortunately, in this country, the Government seems to 
have made the policy advocated by Prof. Keynes as their own, 
and are still refusing to put India back on the gold standard, 
although every British dominion has. already done it. 
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CHAPTER VIII. 




I shall bow consider some of the effects of Government’s 
management of prices, and will try to show how unfair it has 
proved. The consideration of this question will involve the 
consideration of who the producers and the consumers are, and 
what is their importance in the population of this country and 
why their interests should he in conflict. This leads to a 
consideration of the meaning of the terms “wages” and 
“prices”. 


WAGES VS. PRICES. 


It seems to the layman that these two terms must neces¬ 
sarily indicate two quite different things, because he constantly 
hears that the wage-earner is suffering from rise of pricey, 
and he, no doubt, thinks that prices are the result of the 
work of some satanic agency, and that Government must 
keep them from rising. Such layman would, no doubt, stand 
aghast if anybody were to argue that it w T as part of the duty 
of Government to take the necessary measures to keep wages 
down, and would at once say that the Government was in 
league with the capitalist. It is, therefore, very necessary 
to begin by understanding the real nature of wages. 

WHAT ARE WAGES ? 

Of course we all know that the money that a servant gets 
from his employer is the wages of such servant, but let us 
look deeper. Why does the employer pay the money to the 
servant? Is it mere charity? No. The employer pays for 
the work that the servant does, which means that the em¬ 
ployer really buys the labour of the servant with such money. 
In short the wages of the servant is the price at which he 
has agreed to sell his labour to his employer . This applies 
to all kinds of servants from the Finance Member, the Bank 
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or the General Manager of a big Company clown to^ 
nimblest peon in the office or the humblest unit in the 
Municipal service. Each of them merely sells his labour 
(made more or less efficient through study and brain power) 
to his particular employer, and I am sure each of this cate¬ 
gory of labourers would simply scout the very idea that his 
wage should remain at the same figure as when he joined the 
service, so much so that, in most lines of service, the employee 
asks for, and is offered, definite prospects of gradual increase 
of his pay, and even then it is considered perfectly legitimate 
for such employee to go and sell his labour elsewhere to a 
higher bidder. In other words, it is considered perfectly 
legitimate for a servant to leave a certain service where he 
may be getting say Es. 100 a month and go elsewhere if they 
pay him Rs. 125. 


As most of my readers belong to the urban population 
they will think that all this was well-known to every body, 
and that there is no need for me to elaborate such common¬ 
places of life. But the point I wish to make and to em¬ 
phasise is that it is considered the most natural thing in the 
world for a man to go and sell his labour in the highest mar¬ 
ket. Nobody will listen to the complaints of the buyer of 
this labour, namely, the employer, that the servant’s going 
elsewhere causes him great inconvenience, and that 'he is 
thereby compelled to pay a higher price for other similar 
labour. In fact, modern ideas of the liberty of the worker 
have developed so far that in most civilized countries, there 
are stringent laws against the employer tying down his labour 
under contracts for unduly long periods or on one-sided or 
onerous terms and such contracts are voided on the ground of 
unconscionable terms or unduly long period of liability for 
service under the same employer. 


I hope my readers will have now seen what the term 
“Wages” really means. They will have seen that it is merely 
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ne price agreed upon in advance by the employee 
the sale of his labour to the employer . Let us now see for a 
moment what classes of the population come under this cate¬ 
gory of men, who sell their labour for a price agreed in ad¬ 
vance between seller and buyer i.e for daily, weekly, or 
monthly pay* 

VARIOUS CATEGORIES OF WAGE-EARNERS. 

1. Employees in Public Service 


We have first every employee of Government from the 
highest to the humblest, then we have every employee of 
semi-Government bodies like Municipalities or local boards, 
then we have all those employed on our Railways, then we 
have the employees in commercial concerns big or small, then 
we have the vast body of men employed in the retail trade 
of the country and lastly we have another very large body 
of workers employed in our various industries. Of the above 
the luckiest are those employed by Government or semi- 
Government bodies, because they are not expected to show by 
results (profits) how efficiently they work, and a steady rise 
in the price of their labour is guaranteed from the very first 
by what are known as grades, and the tenure of service is 
safest, which means in other words that such price is guaran¬ 
teed for many years. 


2, Employees on Railways. 

Next come the employees in the Railways. Here too 
there is a very large amount of security of tenure and in¬ 
crease in wages almost guaranteed, but in a way in a smaller 
degree than in Government service, because the Railways are 
expected to show profits, and employees may be dismissed 
on the ground of retrenchment. We know that this is going 
on for the past two years, and has been the cause of important 
strikes among Railway employees. Even with this draw¬ 
back, service in the Railways is much safer than in the other 
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named by me above , because Bailways are monopolies, 
and are, therefore , in a far stronger position to demand a 
satisfactory price for the commodity that Bail way Companies 
have to sell, namely, transport. 


§L 


3. Employees in Trade and Commerce. 

We now come to the large number of men employed in 
commercial concerns. Here, a regular increase of salaries is 
not guaranteed and the tenure of service is also more pre¬ 
carious than in the first or second group of wage-earners, 
because commercial firms cannot continue their existence 
unless they make reasonable profits. Consequently as soon 
as losses are made, there is retrenchment and re-shuffling of 
the staff, frequently resulting in quite innocent men being 
deprived of their jobs and they and their families being left 
to starve. The smaller the employing Firm, this consequence 
of losses in business is the more quickly apparent, because 
the capacity of the smaller firm to stand up against loss is more 
limited, and consequently dismissals or reductions of salary 
come about even with the very first year of losses. When we 
consider the position in the small retail trade, it is even worse, 
because the retail dealer or shopkeeper promptly turns out 
his Assistant as soon as losses begin, and tries to run the shop 
himself with the help of his own family. 

4 . Employees in Factories. 

The next group that I have named above is the large 
body of men employed in our manufacturing industries. This 
group has certain advantages, namely that the employer is a 
person with a large capital and is not easily disheartened by 
losses for a year or two, and, again, because in such big indus¬ 
tries, the continued burden of overhead charges, even when 
the Factory is standing idle, makes the Factory owner hesitate 
about shutting down, and he also fears the disorganization of 
his labour force if the Factory wag closed. He, therefore, 
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fes on in the hope that the depression might he over 
few months. But there is a limit to the ’staying power of 
all such capitalist concerns, and Factories have to be shut 
down and the Company itself has to go into liquidation if the 
depression continues unduly long. Therefore, while the 
tenure of industrial labour is somewhat safer than that of 
clerical or other labour, when the loss of employment does 
come, it comes all at once to hundreds of thousands of men, 
and necessarily leads to far greater distress, because it is 
impossible for so many men to find alternative means of 
livelihood even at half their ordinary wages, and the distress 
is further accentuated by the fact that all their friends or 
relations are in the same distressed condition, and so they 
have no one to turn to for sympathy or support. 


5. Domestic Employees. 

I have not yet mentioned one class of urban wage-earners, 
who are still a very large body of men. I mean the domestic 
servant, cook or ayah, etc., etc. They have no regular* 
increases of wages guaranteed to them, nor is their tenure 
very secure, because as soon as the master loses his job, his 
first thought is to do without the cook or ayah. 

ONLY CLASSES WITH SECURITY OF TENURE OF SERVICE 

AND WAGES CAN BENEFIT BY LOWERING OF PRICES. 

All these are different categories of urban employees, 
and, as will be seen, their livelihood is not guaranteed to 
them except in Government service, and to a slightly smaller 
extent in the Railways service. Any cheapening of prices is 
a certain benefit to only these two classes, because 

they get the same fixed amount of money for 
what they have to sell , viz. their labour 

while 

they have to pay less for whatever they may 
buy for the consumption of themselves and their 
families 
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^if^Pother classes of wage-earners enumerated by me had 
their wages also guaranteed by Government, then alone could 


they benefit by a fall in prices, and not otherwise . Because 
if prices are 10 per cent, down and the family earnings are 20 
per cent, down, they are losers on the whole. If prices are 
20 per cent, down and their family earnings all gone (i.e,, the 
job lost) they are ruined. 


GOOD PRICES A CONDITION PRECEDENT FOR WELFARE 
OF ALL OTHER WAGE-EARNERS. 

A little reflection will show that with the exception of 
the two guaranteed classes of wage earners, the position of 
all the rest depends upon business being good in trade and 
industry . It is only when business is good that the wages 
of these other classes remain stable or have a chance of 
advancing. If business is bad, there is great danger not only 
of wages being eut^ but of reductions of the staff, meaning 
dismissals of men, who may have done faithful service for 
years. There is the far greater danger of the concern being 
shut down altogether, and thousands of men being thrown 
on the streets. It will, therefore, be seen that for every one 
of the urban wage-earning population excepting Government 
and Railway servants, it is essential that business should be 
good and that the various firms and companies should be mak¬ 
ing at least reasonable if not large profits. This is because all 
these companies either produce goods as manufacturers or 
•sell them as merchants and it follows that prices of what they 
produce or sell should also be good. There are to-day 
thousands of men unemployed in commercial services, and 
thousands of mill-hands are now without work, and there is 
danger of more mills closing down unless business improves 
in the near future. But improving business means nothing 
else than that the mills should be able to get better prices for 
their cloth. Those of my readers who have followed my 
arguments so far tv ill now see that their prosperity and the 
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^^mdUbemg of their families depend on higher prices and 
better trade all round. It will, therefore, also be seen that 
stability of service and good wages entirely depend on good 
prices being secured by ‘those, who have commodities to sell, 
and that there is no real antagonism between prices and wages, 
but that, on the contrary, good wages and good prices go 
together. Now let us see what the term “Prices” really 
means. 






CHAPTER IS. 




WHAT ARE PRICES ? 

Prices are of course the amount of money that we have 
to pay for a given quantity of any commodity. Thus, if we 
pay Rs. 10 for a bag of wheat or rice, it is the price for that 
quantity of wheat or rice. This looks very simple, but let 
us go deeper, Let us see where this money goes. Of course, 
in the first instance, it goes to the shop-keeper, who in his 
turn has got to pay the wholesale dealer, who again has got to 
pay the up-country merchant, and this merchant in his turn 
has to pay to the cultivator, who produces the wheat or rice. 
The shop-keeper gets Rs. 10 from the consumer and pays Rs. 9 
to the wholesaler, the difference of one rupee being the shop* 
keeper’s profit as we call it. It is really Ms wages for tlie 
work he does, and the risk he takes , The wholesaler keeps, 
say, annas 4 out of the Rs. 9 that he gets, which 4 annas is 
his own profit. Th is is really his wages. The wholesaler now 
passes on Rs. 8 annas 12 to the up-country merchant, who in 
his turn pays say 8 annas to the Railways etc., for transport, 
keeps 4 annas for his own profit i.e., his own wages and pays 
Rs. 8 to the cultivator. It will be seen that the bag of grains 
foi\ which we have to pay Rs. 10 at the grain-shop has to 
contribute to the wages of the shoj)-keeper and his dependents 
and servants, of the wholesaler and his dependents and ser¬ 
vants, and of the upcountry merchant and his dependents and 
scivants, and that if they do not get a sufficient margin 
of profit, they must reduce the wages of all those that they 
employ or even curtail their staffs. As this staff would be 
mainly the urban classes of the population, it is they that 
must suffer. 

Now let us see what happens to the Rs. 8 that the culti¬ 
vator got. Is it all net profit to him? or has he again to pay 
somebody in his own turn ? 
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little reflection will show that there are cos 
charges in this business as there are in any 
other, and that it is only after all such costs and 
charges have been paid that we can arrive at the 
amount of money left to the cultivator as his 
profit or in other words as Ms wages for the labour he has 
put in for a wliolp season. 
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COSTS OF THE CULTIVATOR ANALYSED. 


Among the costs of the cultivator will be items like 
Cost of seed 

Cost of cultivation weeding etc. 

Cost of manure 

Cost of irrigation water, if any 
Cost of labour at harvest time 
Feed of bullocks 
Cost of marketing 

Among the charges that the cultivator has to meet are: 
Assessment to Government. 

Rent to his landlord if he is not himself the 
owner, but is a tenant occupier. 


Interest on money borrowed for current culti¬ 
vation. 


Interest on mortgage debt. 

It is only when there remains anything after all these 
costs and charges have been met that the cultivator can be 
said to have a profit. Consequently it is clear that he must 
get enough money from the produce of his fields to pay all 
the above charges, and have a reasonable amount left as his 
own wages on which depends the livelihood of himself and 
family, 
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PRECARIOUS NATURE OF CULTIVATOR’S LIVELIHOOD. 
NECESSITY FOR HIM TO GET MORE THAN AVERAGE, 


<SL 


Now lias this cultivator any guarantee as Government 
servants have that he will continue to receive steadily rising 
salaries or wages? Has he at least a guarantee that he will 
get the same amount year by year? Can he count on even 
the probability of getting the same amount year by year as 
most other urban employees do? No, he cannot. It is very 
well known that the life of the cultivator is one of the most 
precarious, that he is absolutely at the mercy of the seasons, 
and that he may toil and moil for a whole season in the burn¬ 
ing sun and then some unfortunate storm or frost may de¬ 
prive him of the fruits of his toil almost when the harvest 
is ready. One would suppose that a man whose livelihood 
is so precarious would be entitled to get much more than the 
average wage in order to cover the risks he runs every year. 
Leaving alone a higher wage than other workers, he surely 
is entitled to the average wage. 

URBAN POPULATION DRAWING 70 to 80 PER CENT. 

MORE THAN PRE-WAR. 


Now we know on the authority of Sir Basil 
Blackett that prices in this country are on an aver¬ 
age 80 per cent, above July 1914. We know further 
have been able to get the average level of their remuneration 
raised 75 to 80 per cent, or more over the pre-war level. This 
was mainly done on the ground of high prices and high cost 
of living. The latest and most noteworthy example of the 
urban population being able to agitate and raise their wages 
is that of the Lee Commission which recommended important 
increases to the covenanted services. As we know, these 
increases have been granted to them, and the Bailway and 
other services have also been given more or less similar in¬ 
creases. Is it not fair that the cultivator should also get at 
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:4ea0 / 8O per cent, over pre-war prices for his labour even if 
lie is not given anything extra for the risks he runs 9 

CULTIVATOR SHOULD GET AT LEAST 80 PER CENT. OVER 
PRE-WAR. DOES HE DO SO ? 

Now let us see whether he gets 80 per cent, over pre-war. 
We shall turn to the index number of wholesale prices in 
Calcutta on which the Finance Member usually takes his 
stand. We shall take the beginning of the period that he 
took for his example in para 41 of his Budget speech, namely 
August 1923, because the injustice done to the cultivator in 
the prices obtained by him for his produce is seen in perhaps 
its most glaring form in August-September 1923. Exchange 
was then also at Is. 4d. or thereabouts i.e., the same as pre¬ 
war. It was 16d. sterling not 16d. gold, but it enabled the 
producer to get full Rs, 15 to the £. 

INDEX NUMBERS OF WHOLESALE PRICES IN INDIA. 

I take the Index Numbers from the Indian Trade Jour¬ 
nal which regularly gives the Index Number of wholesale 
Prices in Calcutta and readers who want to go into the subject 
more closely may be referred to this journal. 

This is what we find there: 

The general average of all commodities in August 1923 
was 171. As the prices at the end of July 1914 are taken as 
hundred, this 171 means that prices were 71 per cent, higher in 
August 1923. While this is the average of all commodities, 
different groups of them show extraordinary variations. I 
will first quote all figures as given in the Indian Trade 
J ouraal : 


Metals 

Sugar 

Tea 


163 

231 

211 


?i 

Cotton - • 239 

Cotton Manufactures 261 

Cereals .. 114 

Pulses .. 112 

Oilier Food Products 222 

Oil Seeds .. 134 

Oil Mustard .. 92 

Jute Haw .. 73 

Jute Manufactured 123 

Other Textiles .. 160 

Hides & Skins .. 125 

Other Baw and Manufac¬ 
tured .. 196 

Teak wood .. 119 

Bet us now try to understand the significance of these. 
When Sugar or Cotton are given as 231 or 239 per cent., it 
means that the prices of these articles were as much as 131 or 
139 per cent, over pre-war. Similarly when Cereals or Pulses 
are given as 114 or 112 it means that they are only 14 per cent, 
or 12 per cent, over pre-war. Again when Jute is given as 
73 it means that it was 27 per cent, under pre-war. 

extraordinary variations OVER PRE-WAR prices. 

The next thing that should draw attention is that the 
advance in Cotton, Tea or Sugar is ten times as great as in 
Cereals or Pulses, and three times as great as in seeds. 
Government claim that by their policy they had succeeded in 
keeping prices down. How is it then that they have failed 
so miserably in the case of these three articles of ordinary 
consumption. The reply is simple. All these three articles 
depend not on the internal demand, but on the prices these 
articles claim in the foreign market, and Government is ab¬ 
solutely helpless to prevent a rise when demand in foreign 
markets forces up the prices of these articles. 
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,Y LOW PRICES FOR IMPORTANT LINES OF PRODUCE. 


The next thing that we notice is the very low prices that 
the cultivator gets for most other products. We have 


<SL 


Cereals .. 114 

Pulses .. 112 

OilSeeds 134 

Jute 

Hides and Skins 123 

All these are things on which the income and consequently 
the wages of the Indian cultivator very largely depend, and 
if he is to have fair wages, all these articles ought to have 
stood in August 1923 at or near the general average, viz., 171. 
But as will be seen, he gets far lower prices. 

CAN WE AVERAGE WITH TEA OR SUGAR PRICES? 


It might be argued that we should not pick out only the 
lowest but consider Tea, Sugar, Cotton, etc. If we allow for 
these, the cultivators income would be much higher, at least 
much nearer the average. But the question is—Can we allow 
Tea, Sugar or Cotton to improve the average'? I don’t 
think we can. Sugar is an article of import, and the very 
high prices realized for it do not help our cultivator. Jagree 
(or crude Indian Sugar) moves independently of foreign 
refined Sugar, which latter is mainly used by the urban popu¬ 
lations, and in any case it is a very small part of the total 
cropped area of India. 

Tea we must rule out entirely. Its area is very small and 
even on such area, it is the capitalist companies that keep all 
the profits,, and the tea garden coolies are so miserably paid 
that frequently they rebel against their conditions of life and 
want to go back, and many actually do trudge back hundreds 
of miles to their native villages. 
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DO COTTON 


PRICES COMPENSATE ? 



Cotton is the one article that has some importance but *• 
this importance is unduly exaggerated in our eyes by the 
important place it takes in our Export trade, and even cotton 
occupies a very small place in the tbtal cropped area of India. 
To give a clear idea of this, I shall give some figures from the 
Agricultural Statistics of India for 1921-22, Yol. I, which is 
the latest available to me. From Table No. 1 we find that the 


total area sown was 


256.24 million acres 

Of these 

204*79 Million Acres were foodgrains 
14*20 ,, „ ,, Oil-seeds 

2*19 „ „ „ Jute & other fibre 

221-J8 
8*20 
2*52 
8 * 6.1 
11*67 
1*05 
301 

256-24 

It will now be seen that Foodgrains, Oil-seeds and Jute 
account for 221.18 million acres out of a total of 256.24. As 
it is in these groups that the price Index-Number is far below 
the average, it will be at once seen that the agricultural popu¬ 
lation receives very poor prices for the bulk of its production. 
As the Indexes for Foodgrains, Oilseeds and Jute are 112 to 
-ItJ—134—and 73, it will be seen—when the acreage of each 
group is considered—flint the average return cannot be more 
than 115 if even that. 


were other food crops 
„ Sugar 
„ Fodder crops 
,, Cotton 
„ Tobacco 
„ Various small items 
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CAN WE CALL THESE PRICES HIGH ? 



If there was any justification at all for Government’s 
trying to meddle with the price level through manipulation 
of Exchange, it would be that our prices were high, but can 
we call these prices high? 


The Royal Commission on Pood Prices in England which 
issued its Report about a month ago say that they would re¬ 
yard the price of a particular foodstuff as high when it shows 
a greater increase over the pre-war level than commodities in 
general, and thai they would he inclined to regard the price 
of a particular foodstuff as low if its increase over the pre¬ 
war level is less than the average. They added that they 
would regard the normal level of prices at the present time 
as being somewhere between 60 per cent, and 80 per cent, 
above 1913. 


I have quote d the Royal Commission to show what levels 
such an authoritative body considered normal. As the aver¬ 
age in India in August 1923 was 171, the Royal Commission 
would regard an Index Number of 160 to 170 for foodgrams, 
oil-seeds or Jute as the normal level, whereas we know that 
it was far below such normal. 


PRODUCE OF 87 PER CENT. OF INDIA’S CROPPED AREA 
GETS VERY POOR PRICES. 

The next, tiling that strikes us in the figures of cultivated 
a.-reage is that the acreage on which food-grains, oil-seeds 
and Jute is growi is as much as 87 per cent of the total sown 
acreage, and it is. therefore, the produce of 87 per cent, of 
our Mai cropped area that fetches abnormally low prices 
while cotton, the high prices of which are paraded before us 
to prejudice the case of the cultivator, accounts for barely 
(i/, p cr eeuf. of the total cropped acreage. 
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LTIVATOR VERY HARD UP EVEN IN COTTON AREAS. 

One might imagine that the cultivator of cotton was roll¬ 
ing in riches but even he is not very well off. There is a 
serious complaint that arrears, in the repayment of loans made 
to Co-operative Credit Societies in the Bombay Presi¬ 
dency, are steadily increasing in the past three years. 
But it might be thought that things must be different 
in areas where cotton preponderates, as in the Cen¬ 
tral Provinces and Bcrar. This is, however, not the case. 
These areas are actually worse. The Registrar of Co-opera¬ 
tive Societies for the Central Provinces and Berar says in 
his report for the year 1923-24 that the movement was then 
oji tlir verge of a crisis and that: 


“the total sum due from Societies and members 
“under award and from Societies under liquidation was 
“Its. 24.35 lacs or 23 per cent, of the total loans outstand¬ 
ing in the Provinces against 16 per cent, in the previous 
“year.” 


The Government in their Resolution on the above Report 
take a very serious view of the situation and say: 


“It is necessary now to face squarely the un¬ 
pleasant fact that nothing but a policy of ruthless pmn- 
“ing can save the co-operative movement in these areas. 

“.fhis Operation must obviously become more diffi- 

“eult with the lapse of time, and unless an attempt is made 
“at once to revive such Societies as still show signs of life, 
“not only will the possibility of reconstruction disappear, 
“but it will be impossible to form new and sound Societies 
until, with the lapse of years, the present evil conditions 
“have been forgotten.”—(Englishman 25-6-25). 

The Punjab is another area where cotton is grown to an 
appreciable extent, and one might imagine that there the 
cultivator should be better off on that account. But accord- 
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Mr. Darling this does not seem to be tlie case. In his?* 
remarks on the rates of interest quoted earlier he says that: 


“thorn was general scarcity of money in rural 
“areas in I lie last three years, and it was so great this year 
“ (1928) that loans even against jewellery were sometimes 
“refused, and the rates of interest have risen abruptly, a 
“chanye accentuated in the Cent rat Cun jab by the difficulty 
“experienced in recovery 


This is testimony from three different sources, all official, 
and should be proof enough to all who care to study the ques¬ 
tion that even in the cotton areas the cultivator is not rolling 
in riches, and that, on the contrary, he is sinking deeper and 
deeper in debt, and is unable to repay even bis borrowings 
for current agricultural purposes, because loans in the co¬ 
operative movement are mostly given for such purposes 
alone. The reader will also note that there was general 
scarcity of money in 1921-23 and that it was so serious in 
1923 that loans even against jewellery were refused. This 
is a sad commentary on Government’s currency policy which 
is based on starvation of the country in the matter of supplies 
of currency. 


All this discussion may appear to some of my readers as 
straying away from the subject of wages and prices, but it 
all has an object, and that object is to establish 

1. that the cultivator of 87 per cent, of cropped area 
gets far less than normal prices (115 against a 
normal of 171). 


2. that the poor prices of the products of this 87 per 
cent of cropped area are not compensated bv the 
much higher prices realised for cotton (239 
against a normal of 171). 
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3. that therefore the consequence of the so-called price 
control policy has been to further impoverish the 
ryot who forms the largest and most important 
section of the population. 

WHAT IS THE WAGE OF THE CULTIVATOR TO-DAY ? 

We shall now go back to a consideration of the price 
(115) that the cultivator gets, and try to deduce from it what 
his profits i.e., his own wages must be, and how much higher 
they would be than the pre-war level. 

It will be readily understood that we cannot arrive at 
the profits (or wages) of the cultivator until we have deducted 
irom this 115 all the costs and charges that he has to incur. 
A\ c have also to remember that this 115 does not represent, 
ilie money the cultivator gets at bis own door, but is the figure 
tor wholesale prices in Calcutta, and must include the cost 
of parking, railway transport and some profit to the whole- 
* s ale dealer. These three have appreciably increased since 
July 1914, and 1 think that we shall not be exaggerating if 
we kike eost of packing, railway transport, cartage and 
handling to the merchants godown etc. at 50 per cent, over 
pre-war costs. Manure also is considerably dearer and agri¬ 
cultural labour, needed for weeding operations etc. and at 
Ian vest time, costs at least about 80 per cent, more to-day 
than it did in pre-war days. If these increases are allowed 
!<m\ they will swallow up the 15 per cent, extra price that the 
cultivator is supposed to get and leave his margin of profit 
hv " lh( ">* remuneration left to him and Ms family 

at very much ivhal it teas in pre-war days. 

I have purposely refrained from going into details, 
because we might be involved in argument over these details! 
and the evidence before the Taxation Enquiry Committee 
showed how difficult it was to correctly ascertain and correct- 
• «l>lH>rti«'» the various charges. It will suffice for our 
purpose to look at the broad facts, which are, that at best, the 
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tor can get only 115 against a normal 171 as Ms grosi 
price, and if some of liis charges have increased by much more 
than this percentage then he is likely to be even worse off 
than in pre-war days, as regards nett profit i.e., as regards 
his own wages. I trust the above discussion will convince my 
readers that: 

1. the cultivator gets only a wage very near pre-war 
and that 
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2. he is far worse off than other wage earners. 

The apologists of Government will, however, say: Is it 
not the duty of the Government to seek the greatest good of 
‘the greatest number? Is it not, therefore, their duty to 
sacrifice the interests of the cultivator to safeguard the in¬ 
terests of the consumer? 

Before we proceed further with the consideration of this 
ouestiou let us define the terms “producer” and “consumer.” 




\ 

\ 




CHAPTER X. 
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THE PRODUCER AND THE CONSUMER. 


The producer is the man who produces something. He 
is the man who by his labour creates new wealth in 
the shape of crops from the fields or Jres from 
the mines. I would call him the primary producer, and the 
term will include all cultivators. 


Most of this produce has to be further worked up before 
it can be used, e.g ., cotton has to be turned into cloth or Jute 
into bags, etc. This class of worker T will call the secondary 
producer. 

THE TRUE CONSUMERS. 

All these people consume something in their turn but 
there are certain other classes of people who produce nothing 
but only consume. I would call them the true consumers. 
There main function is: 


1. distribution of the goods of the producer 

2. assuring safety to the goods and their owners 
during their production and distribution 

Those concerned with the first, viz., distribution, comprise all 
the various classes enumerated, in an earlier article as urban 
wage-earners with the exception of the employees of Govern¬ 
ment or semi-Government bodies. This group, therefore, 
comprises all merchants, bankers, financiers and wholesale or 
retail dealers, and their servants and dependants) 1 once 
called this el ass parasites on the prodiieer and it gave offence 
in certain quartern, but nothing describes the relation between 
this class and the producer so well as this term does. This 
elass really nibbles off part of the goods produced by the 
producer, and i f t he latter ceased to produce, the former would 
all starve. 

The second of the two classes of true consumers is all 
those concerned with the maintenance of good Government 
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iblic safety Le., all employees of Government or senfU 
eminent bodies. 
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WHICH ARE THE CLASSES THAT WOULD BE BENEFITED 
BY LOWER PRICES ? 

Now let ns consider which of these classes , of people 
would really benefit by lower prices. Government’s talk of 
the necessity of keeping prices down can only have any value 
if the con sinner gets the same amount of money himself and 
is able to buy more goods with it. If goods became cheaper 
but wages were proportionately lower, the consumer would 
not benefit. If wages were reduced at a greater rate than 
prices, the consumer would be actually worse off. Jt will, 
therefore, he seen that the consumer benefits cmly if his own 
wages—the amount of money he gets for his own labour—are 
fined and guaranteed to him. This, as ire know, can happen 
only in Government service . In all other urban services, it 
is more or less precarious. 

Let us, however, assume that workers in all the other 
services also have a guarantee that they will continue to 
receive the same amount of money wages. We shall now 
tiiiai to the census of India, and see what the numerical im¬ 
portance of the producer and consumer classes is. 


PRODUCER versus CONSUMER. 


The census of India for 1921 (Vol. I part I) gives at 
page 281 certain figures of distribution of population by 
occupation, from which I take the following:— 

Total population .. .. 816.05 million. 

Of these— 

1. supported by agriculture 

or other production of 

raw materials .. • 231.19 

2. supported by further work 

on the raw materials pro¬ 
duced by group 1 . . 33.17 


264.36 
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Total of primary and secondary- 

producers as above .. .. 264.36 

3. all those employed in distribution 
of the- products of groups 1 and 
2 such as 


a. Transport 

4.33 


b. Trade 

18.11 


c. Domestic service 

22.44 

4.57 


all those connected with 

public 

27.01 

safety and good Government 


a. Public forces .. 

2.18 


b. Administration 

2.64 


c. Liberal profes¬ 
sions 

2.56 

** 

insufficiently described occupations 

7.38 

11.10 


(This class as the Report explains at 
•page 243 include cultivators in Inam 
Villages or other special tenures and who 
would rightly go into my group 1). 

6. Religious teachers, etc. 2.46 

7. Persons living principally on their 

income .. .. .. .48 

8. Beggars, vagrants, etc. 3.02 

9. Other unproductive 


.23 
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:e true producers and the true consumers. 


1 have not followed the order of groups as in the Report, but 
have regrouped the various classes in my own way. Even if 
we disregard those in group 5 who should go into groups 1 or 

2 we have the following results: 

A. persons who produce and 

have to sell the things so 
produced before they can 
secure their own wages 
(price of their own 
labour) i. e., the true pro¬ 
ducers .. .. 264.36 

B. persons who do not sell their 

own products and whose 
wages (price of whose la¬ 
bour) do not directly de¬ 
pend on the sale of such 
products i.e., the true con¬ 
sumers—(all the rest) .. 51.68 


316.04 


It will be seen that the wages of 264 million people 
directly depend on the prices they get for their products. 
This is five times as many people as the other class, and their 
interests ought to be paramount. 

However, there may be a dispute as to the 33 million of 
secondary producers i.e., workers in various industries. Of 
these, those in the organised industries such as the cotton or 
jute Mills etc. probably number far under 3 million including 
dependents, bui; let us take these out for the present. All 
the rest are small workers in their own homes and shops, 
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who have to sell what they manufacture before they have 
the wherewithal to feed their wives and children, and every 
one of these directly depends on the price he is able to get 
for his own product, and when general prices are low and 
trade depressed, all these people get much poorer prices for 
their own products, and frequently experience great difficulty 
in selling them even at low prices. 

WELFARE OF THE TRUE CONSUMERS ALSO DEPENDS 


ON GOOD PRICES. 


Deducting the three million of organized industries, we 
have 261 million people or 85 per cent, of the total popula¬ 
tion of India, whose welfare directly depends on their 
getting good prices for their products, and only 15 
p&r cent, whose livelihood does not directly depend on 
prices. But while it may not directly depend on it, the liveli¬ 
hood of many of these 15 per cent, of the population indi¬ 
rectly largely depends on good prices and flourishing trade. 
Among these may be put; 


Labour in organized industries 

Transport 

Trade 

Domestic Sendee 
Insufficiently described oceupa- 


millions 


3.00- 

4.33 

18.11 

4.57 


tions 


11.10 


Religious teachers 


41.11 

2.46 


43.57 


The drastic reductions of staff in the various Railways and 
commercial services, and the vast unemployment now observ¬ 
able in the middle and lower classes are directly the result of 
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aepression, and the diminished or vanished earnings of 
the employers. Therefore it will not be difficult for my 
readers to see why the first four classes here named are in¬ 
directly but vitally affected by a fall of prices. Labour in 
cotton mills is even to-day threatened with unemployment or 
serious cut in wages, because mills do not get sufficiently re¬ 
munerative prices for their cloth. There is, therefore, no 
need to elaborate the dependence of labour in organized indus¬ 
tries on prices. 
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THE RELIGIOUS TEACHER. 


My readers will, however, feel a bit surprised at my inclu¬ 
sion in the above of religious teachers etc. However, these 
people mainly depend on the alms they get from their pari¬ 
shioners, and it is a well-known fact that when the pari¬ 
shioner , s own income goes down, lie at once becomes very 
niggardly with his donation to the church or temple. As 
the religious teacher in most communities very largely 
depends on such donations, his plight in times of 
trade depressions is by no means one to be envied, but 
what I want to emphasise here is that this class.too is directly 
dependent on good trade and good prices for its own welfare, 

THE CULTIVATOR. 

While my readers may or may not agree with me in the 
view that all these various classes of the population are 
directly or indirectly dependent on prices, I hope there will 
be no dispute as to the cultivator being dependent on good 
prices in order to get a reasonable wage for himself and his 
family, and, according to the census, 231 million people belong 
to this class. This is over 73 per cent, of the total population, 
and has, therefore, an overwhelming claim for consideration 
at the hands of Government in preference to any other class 
whatsoever. 
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There is, however, an impression in some quarters that 
these 231 million are not all cultivators. It is argued that 
dependents ought not to he included. This is clearly absurd. 
If the salary of a man is reduced, his wife and children must 
suffer. If he loses his job, they must all starve with him. I 
only point out this here, because I have heard this kind of 
argument seriously put forward. 

Another argument put forward is that the large majority 
of these 231 million people are not themselves cultivators, 
although they may be owners of agricultural land and that 
the number of actual cultivators is very much smaller. A 
Table at page 285 of the Census Report throws light on this 
side of the question. In this Table actual workers are again 
sub-divided, and we find that out of a total of 101 million 

only 3.69 million live on rent 

•24 „ are managers of estate etc. 

2.25 „ are farm servants 
9.49 „ are field labourers 

All the rest are actual direct workers. It will be seen that 
people who live on rents or by salaries as managers'etc. of 
estates form only 4 per cent, of the total of actual workers. 
If we deduct 4 per cent, from the total of workers and 
dependents from 231 million, we get 221 million as the 
number of primary producers, or say 70 per cent, of the total 
population of the country. 

CONCLUSIONS TO BE DRAWN PROM THE ABOVE. 

I will now try and summarise the conclusions so far 
arrived at. We find that 

1- Out of a total population of 316 millions the primary 

K 1 "r “ " r* ° a 221 milliM,s « ™ l» cent, even nfteV 

n «nio I T "? 1,kc *""» «* «w» etc. mi 
people who live on rent. 
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2. That there are 33 million of secondary producers 
i.e., people whose earnings are directly affected by the prices 
obtainable for their products. 


3. That there are a further 27 million people whose 
prosperity depends on the prosperity of trade and industry 
i.e., on favourable prices being obtainable for the produce of 
industry. 

4. That some 13 million people (insufficiently described 
occupations and religious teachers etc.) also very much 
depend for their own prosperity on the prosperity of one or 
all of the above three groups. 

5. That the only class who would remain unaffected by 
falling prices and consequent depression in trade and indus¬ 
try is those employed in Government or other public services, 
and whose number does not, at best, exceed seven million out 
of 316 millions, and any attempt to keep prices down can only 
benefit this class. 

6. That this class has already, by agitation and other¬ 
wise, got its wages increased by 70 to 80 per. cent, over pre¬ 
war rates. 


7. That the producer is equally entitled to 70 or 80 per 
cent, larger earnings than pre-war. 

8. That the Index Number of prices shows that the 
producer is getting only 115 instead of 180 for 87 per cent, 
of the cropped area i.e., he is getting only 15 per cent, over 
pre-war prices, and not 80 per cent, as he is entitled to do. 

9. That even the 15 per cent, over prewar that 
flic producer gets is swallowed up in increased costs 
and charges for cultivation, so that his nett profit i.e., 
his wages remain practically at pre-war level. 



10. That consequently this attempt of Government to 
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keep prices down really amounts to keeping the wages of the 
producer down to pre-war levels, and is most unfair to the 
largest section of the population of this country. 

11. That this section of the population is not only the 
largest, but it is the one that is the poorest and the most 
steeply submerged in debt, and Government’s attempts to keep 
down the earnings of this poverty-striken and debt-ridden 
population is even more reprehensible than it would other¬ 
wise be. 

12. That allowing exchange to go back to Is. 4d., if it 
raises prices by 12% per cent., will only give the producer, 
in terms of Index Numbers, 12% per cent, more than 115 
i.Cy 129%. As the general average Index Number is 171 it 
will be clear that even if we go back to Is. 4d. and allow 
prices to rise 12 y 2 per cent., the producer will be getting 
only 1291/, i.e., far less than he is entitled to in view of the 
general level of prices. 

lo. that the producer’s livelihood is nrecarions find 



to be satisfied with the 
year. 


same salary or wage from year to 
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DOES THE PRODUCER LOSE 40 CRORES? 


Iii the previous chapter we have gone into the merits of 
the question of the producer versus the consumer. I shall 
now take up another point in Sir Basil Blackett’s speech, in 
which he wonders how any one can maintain that the rise in 
Exchange had been robbing the producer of 40 crores of 
Rupees a year (para 43 of Budget Speech for 1925-26). 

The Accounts of the Sea-borne Trade and Navigation of 
British India for March 1925 give the total Exports of 
Indian Merchandise for 12 months ending 31st March 1925 
as Rs. 385 crores, made up as follows: 


1 . 

2 . 


3. 


Food, Drink and Tobacco .. 

Raw materials and produce 
and articles mainly un¬ 
manufactured 

Articles wholly or mainly 
manufactured from agri¬ 
cultural raw materials 


crores. 
Rs. 105.42 


Rs. 192.25 


• 297.67 


A. 

Textiles—Cotton Jute, 



Silk, Wool, etc. 

Rs. 64.27 

B. 

Hides & Skins 

7.29 

C. 

Dyes, Colours 

1.39 

I). 

Drugs & Chemicals 

2.15 

Articles wholly or mainly 
manufactured from metals 


E. 

Iron & Steel 

2.20 

F. 

Other metal goods 

2.80 


75.10 


5.00 
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Living animals 


6. The rest— (manufactured ar¬ 
ticles not included above 
and postal articles) 

Total 



There can be no dispute about items 1 and 2 being all 
producers’ goods. As for 3, it is the same producers’ goods 
i.e., raw materials with additional work done on them, and 
therefore, in this group, the primary as well as the secondary 
producer are both interested. The raw material forms the 
principal part of the cost of such articles, and as Jute or 
Cotton Mills never pay more than current market prices for 
the Jute or Cotton they buy, all the raw material used by 
them is affected adversely by Exchange munipulation exactly 
in the same way as item 2. Item 5—living animals—is an 
item that directly concerns our agricultural population. The 
bulk of it is sheep, goats, and cattle. There remains item 4— 
manufactures of metals. This concerns the primary pro¬ 
ducer in the taking out of the ores, and the secondary pro¬ 
ducer in the manufacturing of the same. 


It will, therefore, be seen that out of Rs. 385 crores as 
much as 378 crores closely concern the earnings of the pri¬ 
mary or the secondary producer. I shall, however, take 
Rs. 360 crores as a convenient figure as it is a multiple of 15. 

LOSS IS NOT ONLY 40 CHORES BUT 45. 


An export of Rs. 360 crores will at Is. 6d. mean that we 
are able to realise £ 270 million for our products in overseas 
markets. As I have already explained in a previous article, 
the price we get does not depend on the rate of Exchange. 
The foreign buyer simply gives such price as he thinks the 
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dian product is worth in comparison with similar produci 
from other countries. We thus get £270 million for this 
quantity of Indian Exports. If Exchange is Is. 4d., we should 
get Rs. 405 crores in India for these £ 270 millions instead of 
only Rs. 360 crores. Therefore, it will he at once seen that 
the Export merchant is able to realise 45 crores less, and he 
consequently offers 45 crores less to the original producer. 
In other words the producer loses Rs. 45 crores a year on 
his goods sold in overseas market merely on account of this 
manipulation of Exchange from Is. 4d. to Is. 6d. 

A FURTHER LOSS OF MUCH MORE THAN 45 CRORES 
ON PRODUCE SOLD IN INDIA ITSELF. 


But the mischief does not end here. The exports in 
group 3 A textiles, or 3 B—Hides, etc. do not represent 
the total-production of India. The export figure is only a 
small part of' the total. In group 1—Food, drink, and 
tobaccor^fhe discrepancy is far greater. In fact the export 
figure is only a very small percentage of the total. This 
means that the value of similar' articles sold in India itself 
is far greater than the 360 crores of exports. Now the price 
the exporter is prepared to give governs the price of the whole 
except when a crop is unusually short. Therefore, it will he 
readily seen that the producer loses a further sum of much 
more than Rs. 45 crores on his sales in India itself. 

Sir Basil Blackett is quite aware of this effect of Ex¬ 
port prices on internal prices, because he stated in para 44 
of his Budget Speech that 

“internal prices arc very far from being un¬ 
affected by the level of external prices.I n somo 

“eases the effect of a change in that level may be delayed, 
“but in the long run there always tends to be a constant 
‘equilibrium between the prices of the various bazaar 
“commodities whether imported or not.” 
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e&^udget speech tries to deny or minimize the effect 
oFthese two kinds of losses to the producer. For the loss on 
sales in India, Sir Basil argues thus : 


“if the producer is getting rather more rupees for 
“his produce, the consumer—in this case, be it noted, 
“necessarily the Indian consumer—must be paying more 
“rupees for his purchases whether produced in India or 
“not.” 


PRODUCER ASKED TO MAKE SACRIFIES FOR HIS BROTHER- 
INDIAN THE CONSUMER. 


This argument sounds plausible, and the emphasis on the 
consumer being also an Indian is intended as an appeal to 
sentiment and amounts to this, that the Indian producer 
should readily sacrifice part of the price of his produce for 
his brother-Indian the consumer. This argument, however, 
conceals a serious fallacy. It fails to do two things. 

1. It fails to ascertain whether the income of the consu¬ 
mer as compared to the general price level is so low as to 
justify any such sacrifice by his brother the producer. 

2. If it is found that the income of the consumer is 
unduly low and has failed to adjust itself to the general price 
level, the next thing to be ascertained is—is the producer 
better off in respect of his own income, and can he be rightly 
called upon to sacrifice anything ? 

We have already seen that 

1. The consumer class by agitation, strikes, etc. 
etc. (not to speak of the Lee Commission) has succeeded 
in having its wages or salaries put up to 70-80 per cent, 
over pre-war. The earnings of this class have, therefore, 
been adjusted to the present price levels, and there is no 
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justification for any sacrifice for their sake hy any other 
section of the population* 

2. The average price level for the products of 
87 per cent, of the cropped area of India is only about 
115, and this means that the producer’s income is far 
below the average price level, and he, of all men, cannot 
he ashed to sacrifice anything. 


IT IS THE CONSUMER WHO SHOULD MAKE SACRIFICES. 

That the primary producer gets very poor prices is not sin¬ 
gular to this country. It has been a world phenomenon and 
the Royal Commission of 1924 on food prices in the United 
Kingdom found that there was a world-wide depression in 
agriculture which had hit the primary producers with excep¬ 
tional severity. It is from this primary producer who is 
himself the hardest hit that Government expects sacrifices 
for the sake of the consumer in the various services. If any 
sacrifice is justified it should be the other way about. It is 
the consumer that should sacrifice something to allow the 
producer to increase his present very meagre income. 

Again, the methods of helping the consumer should be 
honest and straightforward. You cannot pick one Indian’s 
pocket even if it is done in order to help another Indian. 
The present method is like picking the pockets of the produ¬ 
cer, because you take from him part of the price of his pro¬ 
duce without liis knowledge and without his consent. 

GREAT BRITAIN AND HIGH PRICES. 

The hardships entailed on consumers by high prices have 
been felt very severely in England too, and they have had not 
one but several commi ssions to find out why prices are high 

•Those interested in this phase of the question may 'te referred to 
the July 1925 Issue of the Labour Gazette. Bombay which shows that 
average earnings have risen 70 to 80 per cent, or more over pre-war 
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suggest remedies. They have not even thought of 
ieving the situation by Currency manipulation, although it 
can be done there too. The Rupee is a token coin like the 
shilling. As there are 20 shillings to the £, so there were 15 
rupees to the sovereign. Government here have tried to 
change the ratio at which the token circulates here by making 
it Rs. 10 instead of Rs. 15 to the Sovereign, and even to-day 
they are attempting to make it Rs. 13 1|3 instead of Rs. 15 
to each Sovereign. In England they could have done the 
same thing i.e., made the shilling 10 or 15 only to the £ 
instead of 20. Then everything would have looked cheap in 
terms of shillings, but such absurd manipulation of currency 
to cheapen prices has not been attempted there, because the 
people there would not tolerate it for a day. If we had gold in 
circulation in this country, and the Rupee was not full legal 
tender but stood in the same position to the Sovereign as the 
anna does to the rupee, this fraud on the producer would have 
been impossible in this country also, as the masses would 
then have perceived what was being done to the currency. 

IS LOSS ON EXPORTS COMPENSATED BY GAIN ON IMPORTS ? 


§L 


However, we shall go back to the other part of the loss 
to the producer, vis., the 45 crores he loses on goods exported. 
The Finance Member considers there is no such loss as 
whatever India may lose on such Exports she must gain on 
her Imports. This is how the argument has been put in para 
42 of the Budget Speech for 1925-26. 

“In so far as India produces for Export she must 
“in .some form or other take payment in Imports, not, of 
“course, necessarily from the country to which she exports 
“but from some external source or other. 

“It follows that any effect which a rise in Ex- 
“change may have in preventing a rise in the rupee prices 
“of exported goods is balanced by a corresponding reduction 
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“in llie number of rupees required by India in paying for 
“the things, which she has imported in Exchange. 

“In other words, the producer’s rupees have gone 
“further than they would otherwise have gone.” 


Tlie assumption in the first part that India must take pay¬ 
ment in some form of Import from some external source or 
other is not correct. Just as a prudent man does not spend 
away his whole Income, so a country may elect not to spend 
away the whole of the proceeds of its goods sold in foreign 
market but may decide to bring in part as unspent money. 
Apart from this consideration, the whole fallacy lies in 
the last sentence where it is claimed that the produ¬ 
cer’s rupees go further than they would otherwise 
Ilo. The implication is that it is the producer who 
buys all these imports. What does it matter if he receives 
only 360 crores for £ 270 million worth of exports instead of 
405 crores? Does he not pay only 360 crores instead of 405 
for the £ 270 million of Imports ? Does he not, therefore, gain 
as much at one end as he loses at the other? 

INDIA’S BALANCE OF TRADE ANALYSED. 


To understand how far it is tie producer that buys the 
imports and to what extent he is compensated by lower prices 
for such imports against the lower prices he gets for his own 
expcu s, we must examine the figures of the Balance of Trade 
of India for 1924-25. These are as follows: 


Crores. 

I. Total exports of merchandise . . Rs. 384.85 
total nett imports merchandise Rs. 229.67 

Rs. 155.18 

The abo\c is balance due after payment for imports. 
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j i s the first stage of the operation, and even if every- 
''imported went to the producer, there would be still 
Rs. 155.18 to bring in in cash. 

Crores 


><SL 


II. Balance due as above 

Deduct—gold imported 73.78 
silver _ 20.06 

Indian Currency „ - 2fc 

Balance still due 


Es. 155.18 


94.12 
Es. 61.06 
Crores. 


III. 


Balance due as above 
Deduct—Rupee secu¬ 
rities bought back 
by India 

Interest on such secu¬ 
rities held outside 
India 


.. Es. 63.06 

.38 

.41 .^9 


Balance still due .. Rs. 60.27 


Crores. 


IV. Balance as above 

Council Bills sold (or what 
is the same thing sterling- 
bought) by the Secretary 
of State 


Rs. 60.27 


56.35 


Rs. 3.92 


The above is balance yet unaccounted for, and is most pro¬ 
bably remittances by Non-Indians to their own countries. 

Now my readers will see that even if every ounce of 
imported/ poods went to the producer , even if eveny toJci of 
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nported gold and silver was 
population of this country, 
Rs. (MM crores on which the 
compensation . 


& 


bought by the agrictdtura 
there would still remain 
producer had L absolutely no 


To get this Rs. 61 crores, India must on tlie basis of 
3 sb. 6d. have sold produce worth £ 45.75 millions. At 15 to the 
£\ this £ 45.75 millions should realise Rs. 6S.62 crores. There¬ 
fore, even on the very tall assumption that everything imported 
— Motor Oars or diamonds or silks or machinery or gold or 
silver—directly went to the producer, there still remains a 
clear loss to him of Rs. 7.62 crores. 


T^e can see, in item 4 above, where the bulk of this money 
goes. It will have gone to the Secretary of State. He 
would draw £42.26 millions (equivalent of Rs. 56.35 
crores at Is. 6d.), and would be able to do it for only 
Rs. 56.35 crores, whereas he would have had to lay 
out Rs. 63.39 crores at 15 to the £ to get the same 
amount of sterling. This means that out of the Rs. 7.62 
crores that the producer lost, as much as Rs. 7.04 crores 
would be saved by Government on Home Remittances. This 
is, therefore, an indirect tax of this amount solely on the pro¬ 
ducing classes. Even if the state of the country’s finances 
necessitated finding these 7 crores somehow, why should this 
enormous sacrifice fall on the producing classes alone—classes 
that are undoubtedly the poorest in the country? 

NON-INDIANS PROFITING AT THE EXPENSE OF OUR PRODUCER. 

But this is not the whole story. The figures in item IY 
would show that some 3.92 crores must have gone for remit¬ 
tances by non-Indiana working in India of their profits or 
savings to their own home countries. The producer is made 
to lose 49 lacs on that part of the proceeds of our exports that 
goes to cover such remittances. Why should any sacrifice be 
imposed on the producer for this class of people? 
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B.—I Lave adopted the figure of Bs. 3.92 erores only 
ov this kind of payments to avoid unnecessary argument, 
as this is the balance left unaccounted for, but I per¬ 
sonally think the real amount should be much higher. 
The balanc.e-of-trade figures take no account of loans 
arranged by semi-public bodies or by private companies, 
firms or individuals in England or America. These loans 
are utilised in making purchases in the lending countries, 
and these purchases, when they arrive here, are included in the 
Import Statistics. Thereby the total Import i.e., the total 
amount of goods for which India has to pay from the pro¬ 
ceeds of its Exports is unduly swollen, and the final balance 
looks smaller than it should. 


§L 


Mr. Findlay Shirras in a Statement published in the 
League of Nations Memorandum on Balance of Payments 
(Genova 1924) gives the following figures: 

Payments to be made by India . 

1. for interest on overseas capital 


invested in India 

Rs. 

26.25 

Crores. 

for shipping services 

Rs. 

22.15 


for banking and insurance .. 

Rs. 

9.00 

V 

for other services 

Rs. 

4.00 

V 


Of these, items 2 and 3 he excludes from his account of the 
balance of Payments. I only quote these figures to show the 
vastness of the sums on which the Indian producer might 
lose and non-Indian interests benefit, although on a closer 
examination of the figures many modifications would, no 
doubt, be found necessary. 

However, this is not the place to discuss this question in 
any detail, and T only draw attention to it in order to point 
out that not only 49 lacs but perhaps a far larger sum is lost 
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the producer, and saved to the non-Indian -working or carry- 
ing on any kind of business in this country.) 


We shall now consider the Imports of 
94.12 crores of Treasure . 

229.67 „ „ Merchandise 

and try to see how far the producer of our Exports is likely 
to be benefited therefrom. 

IMPORTS OF TREASURE. 


How the Wealthier Classes benefit at the Expense of the Producer. 

We find that the Imports of Treasure consisted of 
Gold for .. Rs. 73.78 Crores 

Silver „ .. Rs. 20.06 „ 

Indian Currency for Rs. .28 „ 

The last item does not benefit the producer in any way. As 

for the silver, I consider that not more than one half can go 
to the producing classes. The rest is in my opinion used by 
the other classes of the population mainly those occupied in 
wholesale or retail trade. Then again, I do not think more 
than 10 per cent, of the gold goes to the producing classes. 
1, therefore, consider that 




10 per cent, of 73.78 crores = 

50 per cent, of 20.06 crores = 10.03 crores 

or a total of only 17.40 crores out of the 94.12 crores of 

**“ * he pr<HW TO. tarn 76.72 

the other classes of the population. 70.72 crores at 

1^ milli ° US - *57.54 ^Uion of 

tue proceeds of our Exports fetches to the producer only TO 7» 

ZZTT ° f T m - it would at 15 to-llre f 

the I producer loses Rs. 9.59 crores on this part oi 

-o the ext f® Wealttler classes of the population benefit 
to the extent of 9.59 crores at the expense of ihe producer. 
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IMPORTS OF MERCHANDISE. 


We shall now consider the imports of merchandise, be¬ 


cause it is argued that while the producer may lose on his 
exports, he is compensated by paying less for these imports. 
I had gone closely into this question in a paper submitted to 
the Indian Economic Conference at Allahabad in 1921, and 
shown that only a very small percentage of the total Imports 
could have been imported for the use of the producer, and 
that all the rest was for the middle and upper classes and 
for industries. The figure I then arrived at was about 6 per 
cent, of the total. If the same proposition holds good to-day 
about 14 crores out of the 229 crores of Imports go to the 
producer, and the rest viz., 215 crores to the wealthier 
classes. This means that 215 crores of our exports would 
fetch (on the basis of Is. 6d.) £ 161.25 millions. If it was 15 to 
the £ these same £ 161.25 would have realised Rs. 241.87 crores. 
In other words the producer of wheat or rice or jute or cotton 
et cetera would, in the aggregate, lose Rs. 27 crores, and the 
wealthier classes save 27 crores on the goods imported 
by them. 


The above argument is answered in two different ways. 
One answer is that my percentage of the producer’s imports 
is too low. The other is that while the producer may not 
directly benefit from the cheapness of the foreign article, he 
must benefit in his purchases of the indigenous article which 
will have to be proportionately cheaper too. 


As to the first, it would inordinately lengthen the scope 
of the present work if I tried to argue out the real destination 
of each item of Imports, and to show that it did not, oi* did not 
largely, go to the producer. L must, therefore, leave it to all 
interested in this question to make their own analysis of the 
Sea-borne Trade of India for 1924-25, and form their own 
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fclusions. I shall, in the meantime, content myself here wi 
pointing out the more salient features. 



Imports in 1924-25. List I. 

(in lacs.) 

Arms & Ammunition 

Es. 91.92 

Works of Art.. 

3.14 

Asbestos packing 

16.20 

Belting for machinery 

94.34 

Bobbins 

42.94 

Books printed 

64.47 

Boots & Shoes 

29.27 

Bricks, Cement & Tiles 

117.37 

Chemicals (excluding Manures) 

210.49 

Coal & Coke 

132.44 

Coffee 

11.69 

Drugs & Medicines 

181.23 

Dyeing & Tanning materials 

290.70 

Instruments and Apparatuses 

197.16 

Ivory 

30.19 

Jewellery 

11.33 

Leather (bags, trunks picking bands, 
roller skins, saddlery, harness, &c. &c.) 

39.67 

Liquors 

328.33 

Machinery (not including Agricultural) 

1465.72 

Oils (not. including edible oils, and not 
including Kerosene) 

467.49 

Perfumery 

3.50 

Diamonds & other precious stones 

60.27 

Pearls 

59.28 

Provisions & Oilman’s stores 

391.77 

Bail way plan! 

607.55 

Motor Tyres & Tubes 

154.97 

Starch & Farina 

29.01 

Tallow & Stearine 

27.89 

Tea 

* * nrxri . . 

62.83 
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jTea chests 

92.79 

Haberdashery ... 

115.57 

Silk & Silk manufactures 

492.14 

Tobacco .. 

197.88 

Toilet requisites 

,.; " 45.11 

Carriages 

27.56 

Cycles 

78.84 

Air craft 

3.23 

Motor Cars 

219.87 

Motor Cycles 

9.73 

Other Motor vehicles 

38.65 

Parcels by Post 

’328.34 


Rs. 6872.87 


*8L 


I have selected in the above only such items as, on the face of 
it, cannot be meant for the agricultural classes, blit are clearly 
meant for the wealthier classes or for industries. I have 
purposely left out the following: 

Imports in 1924-25. List II. 


Cotton & manufactures thereof 

Flax 

Hemp 

Jute .. •• 

Wool 

Sugar & Confectionery 

Soap 

Spices 

Stationery 

Paper, pasteboard &■ printing machinery 
Paints & painters’ material ' • • 

Metals & Ores 
Matches 


(in laes.) 
Rs. 8657.24 
29.97 
10.53 
28.65 
435.41 
' 2090.24 
132.48 
266.00 
81.58 
336.53 
126:52 
2631.36 
88.89 
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477.50 

498.71 

26.43 

260.01 

74.87 



Hardware 
Gums & Resins 
Glass & Glassware- 
Earthenware 


Rs. 16252.92 


The two lists together account for Rs. 231.26 erores of our 
total Imports of some Rs. 243 erores, which figure includes 
goods re-exported. I will leave it to my readers to decide 
for themselves, and from their own knowledge of the lives 
and habits of our agricultural population, how much of the 
Rs. 162.52 erores in the second list can be considered as being 
imported for the agricultural classes. I do not think there 
will be much dispute as to the first list viz. Rs. 68.72 erores. 
I take these to be entirely goods destined for the wealthier 
classes. Therefore, on this part of his exports, the producer 
realises in foreign markets £51.54 million and at Ish. 6d. 
this fetches him only Rs. 68.72 erores, whereas at 
15 to the £ he could have got Rs. 77.31 erores. Consequently 
even assuming that every article in the second list entirely 
goes to the producer, which is simply absurd—the producer 
loses Rs. 8.59 erores on the first list. 

. ^ ^ or ^ le argument that imported articles cheapen simi- 
lai indigenous articles, and that the producer benefits that way, 
such an argument will not bear closer examination. Kobody 
v ill seriously argue that if Diamonds are cheaper, the trinkets 
of the agriculturist will become proportionately cheaper, or 
that, if Motor Cars are cheaper, the agriculturist will find 
it cheaper to buy a bullock cart. Therefore the cheapening 
of such luxuries can only benefit the wealthier classes at the 
expense of the producer, 
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If we now summarise tlie position, we find that: 

L the producer loses 8.59 crores on my first list, the 
wealthier classes feeing gainers to this extent, 

2. the producer loses 9.59 crores on the amount of 

gold and silver that is destined for the middle 
and upper classes. 

3. the producer loses 7.00 crores and Government gain 

as much on their own remittances. 

4. the producer loses at least 50 lacs (probably much 

more), and the non-Indians serving or trading 
in India gain as much on their remittances. 

5. the producer loses another Es. 10 to 15 crores on 

the Imports in my second list. I will leave it 
to the reader to say how much. 

6. the producer loses perhaps another Es. 40 to 50 

crores or more on that portion of his produce 
that he has to sell for consumption in India 
itself and necessarily at parity of Export, prices. 

The average Income per head in this country has been vari¬ 
ously put at Es. 60 to 115 per head per annum. This includes 
the princely incomes of big Zamindars and Capitalists and of 
all the middle and upper classes. Therefore the average in¬ 
come of the agricultural population must be appreciably 
under this average figure. And it is a population with this 
most beggarly income that the present currency system tries 
to rob of a further Es. 3 to 4 per head per annum. 

ONLY A PART OF THE LOSS HAS SOME JUSTIFICATION. 

The only part of the loss that could at all be justified is 
the Es. 7 crores by which the Government benefits. It may 
be argued that the Government must be carried on, and that 
Government must have so much more money. To this my reply 
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-why take it from the producer alone i Why should 
not the other sections of the population bear theii fail sliaie . 
Even if you must take it from the producer, why not take it 
in a more honest way l Do not take it in a way that onl^ 


brings 7 crores to the Government coffers, and puts 70 crores 
into the pockets of the wealthier classes of the population. 


AN EXPORT DUTY A MORE STRAIGHTFORWARD METHOD 
OF GETTING THE MONEY, 

Even if Government think it right to take these 7 crores 
from this section of the population alone, it can be done by 
a 2 per cent, export duty. I consider an Export Duty always 
objectionable, but if this amount of money has to be taken 
from the producer and the producer alone, this will be the 
most straightforward way, and the producer will lose 2 per 
cent, only and not 12 1 /*) per cent. 


I may add that for purposes of illustration I have taken 
the actual figures for 1924-25 of both the Foreign Trade and 
of Remittance operations. The actual figure of N Home 
Charges is under £30 millions. This at Is. fid. requires 40 
crores, and at Is. 4d. would require 45 crores. Therefore 
the yearly saving needed by Government is not 7 crores but 
only 5 crores, and it is this sum that would require to be 
found in addition to the present revenues if we go back to 
Is. 4d., and an export duty of only 1 % per cent, would there¬ 
fore suffice. However, there are other revenues that will ex¬ 
pand if we go back to Is. 4d. ? as I shall show in the next chap¬ 
ter, in which I propose to examine the so-called interests of 
the taxpayer. 
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THE TAXPAYER. 


We shall now examine another argument of Sir Basil 
Blackett in his Budget speech for 1925-26. He said that: 


“Natural causes connected with world movements 
“of exchange and prices have recently tended to raise ex- 
“change and that the taxpayer ought not to be arbitrarily 
“deprived of the advantage which had come to him from 
“natural causes,” (para 46). 


The hollowness of the claim that it was natural causes 
that raised exchange to its present level has been shown in 
Part I of this work where the constant manipulation of the 
reserves and the repeated contraction of the circulation has 
been clearly exposed. We shall therefore only consider here 
the other issue about the Taxpayer. 

As is usual with the apologists of Government when 
they try to defend the Exchange and Currency policy now 
followed, Sir Basil Blackett tried to prejudice a fair consi¬ 
deration of the real issue viz., whether the currency policy 
was sound, by saying that 


“if exchange were suddenly put down to Is. 4d. 

.the question of increasing the salt tax or tho 

“imposition of some other form of additional taxation 

“would again have to be faced. # 

“is it the taxpayer’s interests which are in the minds 
“of those who want to reduce the ratio to Is. 4d. forthwith?’ 7 


Then he gives his own answer 


“The answer. Sir, is in the negative, or perhaps, 
“I should say that the question does not arise in their 
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“minds: there has been no question of considering the ti 
“payers interests.” 


This is, no doubt, meant to be a clever ..hit at the Indian Mer¬ 
chant Chamber as they have been the most persistent advo¬ 
cates'of a reversion to lsh. 4d. The Assembly is asked to 
believe that the Indian commercial community does not 
care if taxation is increased! Then, again, the Salt 
Tax is brought . in, because Government is very well 
aware that this Tax is the one about which there 
is the greatest amount of feeling in the country 
and in the Assembly. I just draw attention to this to em¬ 
phasise the shifts that Government has to resort to, to prop up 
a bad case. 

We shall now consider the problem in hand, and first 
see who this “taxpayer” is. Sir Basil Blackett evidently 
takes the taxpayer as a class by himself and distinct from the 
producer and the consumer, because in September 1924 he 
said: 


“Before action can be taken very careful consi- 
“ deration must be given to the question whether a rafe 
“of Is. 4d. gold or some higher rate--is most likely to be 
“beneficial to India, regard being had to the interests of 
“the consumer and taxpayer as well as the other interests 
“concerned.” 

Therefore, according to him we have in this country 

the producer 
the consumer 
the taxpayer 

A little reflection will show that this is absurd. Every indi¬ 
vidual in the country must be a producer or a consumer or 
both, and all the taxes must therefore fall on either the produ¬ 
cer or the consumer, There cannot be a third class in the conn- 


fry. This trotting forward of the taxpayer as a sepyyjtf^ 
class whose interests have to be safeguarded is done only to 
befog the real issues. 


THE REAL ISSUES. 

The real issues are this: 

1. Does the present saving from Exchange drop from 
the heavens? 

2. If not, does it come out of the pockets of any parti¬ 
cular section of the population of this country, 
and if so, which? 

3. Is it equitable to take it from that particular sec¬ 
tion instead of from the country as a whole ? 

4. If we go back to Is. 4d., will it cause a deficit in 
the Budget owing to the disappearance of the Ex¬ 
change Profits ? 

5. If there is a deficit from this cause, is there any 
other way in which it can be, or is likely to be, 
made up from expansion of present sources of 
revenue ? 

6. If not, how can this deficit be made good ? 

7. Will the taxpayer stand to gain or lose on balance ? 

I do not think it necessary to take up much space in answering 
the first two issues. The Exchange profit does not fall from 
the heavens. If it did, we ought to put up the Exchange not 
to 2s. only, but 20 shillings, and save enormous sums to the 
country. But this is simply absurd. All the money that 
Government saves on Exchange comes from the pockets 
of the producer, who loses on £ 30 million worth of his exports 
exactly as much as the Government gains on its £30 million 
of Home Remittances. What is more, the previous Finance 
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l\ Sir Malcolm Hailey, once openly admitted that it < 


out of the producer’s pockets. 


IS IT EQUITABLE TO TAKE IT FROM THE PRODUCER ? 

Then the next thing we have to consider is—Is it equit¬ 
able to take this money from the producer instead of taking 
it from the country as a whole? I have already discussed 
this side of the question and shown that 


1. the producer is the one section of the population 
that is hardest hit by present world conditions, and his wage 
is to-day at or near pre-war levels i.e., far below what he 
ought to earn in view of the present general price level. 

2. those who are not producers but only consumers 
have generally got their wages levelled up to the present 
general price-level. 

3. the agricultural population is the poorest section 
of the Indian population, and is very deeply submerged in 
debt. 


If 1 and 3 are borne in mind, it will be at once clear that 
it is most inequitable for Government to extract the Es. 5 or 
6 crores of so-called gains in Exchange from the producer, 
the poorest and most needy section of the population. 

MUCH MORE EQUITABLE TO TAKE IT FROM THE CONSUMER. 


If 2 is borne in mind, it will be clear that if these Es. 5 
or 6 crores are really required, and if Government wish to 
take the money from that section of the population that is 
most capable of bearing such additional burdens, then it 
should be taken from the consumer classes. ' 


WILL REVERSION TO 1SH. 4D. LEAD TO A BUDGET DEFICIT. 

We now come to the next consideration, viz. if we go 
back to Is, 4d., will it cause a deficit in the Budget owing to 
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disappearance of the Exchange profits ? and is it likely 
to.be made lip from expansion of present sources of revenue ? 
Ibis leads us to an examination of the present sources of 
revenue of the Central Government. The Budget for 1925-26 
gives the following principal sources of Revenue for the cur¬ 
rent year. 


Customs 

Taxes on income 

Salt 

Opium 

Railways, nett 


Crores. 
Rs. 46.35 
Rs. 17.35 
Rs. 6.95 
Rs. 3.56 
Rs. 33.89 


Let us consider whether any of these items are likely to ex¬ 
pand as a direct result of the return to Is. 4d. 


Customs.— Most of our Import Duties are ad valorem 
T.C., are so many per cent, on the value. This value is not 
always the Invoice Value. We have what is called a Tariff 
Value. Government in order to avoid trouble at time of 
Import, and possibly also to safeguard itself against a real 
decline of values or an undervaluation by Importers, has 
adopted the device of fixing the values of the leading articles 
year by year according to the prices prevailing at time of 
hxmg up the Tariff Rates. The duties are then charged on 
such values without regard to the Invoice or to the market 
value on date of Import. But the point is that the Duties are 
ad valorem, and are charged on market values as fixed from 
time to time. Therefore if the rate goes back to 
f: 4(1 ever y imported article that is now worth 
£10 in the foreign markets, and is to-day imported as 
worth only Rs. 133J at Is. (id. Exchange, will have to be de¬ 
clared as worth Rs. 150, and duty will have to be paid on the 
larger sum. This will result in 12% per cent, more money 
bemg collected in the shape of Customs Duties than is bein'- 


to-day with Exchange at Is. 6cl. As the prJ|ent reve¬ 
nue is over 46 crores, it means that it will automatically ex¬ 
pand by over 5 crores if we return to the Is. 4d. basis. Conse¬ 
quently, the expansion in this one item alone will cover the 
whole of the Exchange Profit that Government now budgets 
for. 

Taxes on Income. —The amount budgeted for is 
Rs. 17.35 crores. Of these, the most important contributions 
are 



Income Tax. 

Super-tax 

Bombay 

3.14 

1.35 

Bengal 

3.78 

2.48 

Madras 

1.35 

.27 

U. P. 

.78 

.20 

Burmah 

1.46 

.55 


10.51 

4.85 


This gives a total of 15.36 crores for these five important 
areas or over 90 per cent, of the total Revenue from Income 
and Super Tax. This is very natural, because the bulk of the 
Export and Import Trade, and the bulk of our industries, are 
carried on in these five provinces. 

Now, let us see what expansion we can reasonably look 
for if we go back to Is. 4d. 

It is by now well known that the present high exchange 
kits all our industries very hard, the most glaring instance 
to-day being that of the cotton manufacturing industry, al¬ 
though other minor industries and even the coal mining indus¬ 
try are suffering from tin* competition that the higher rate of 
Exchange makes possible. As most of these industries are 
organised on a large scale, it is impossible for them to every 
now and then start work when it pays to do so, and to shut 
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diown again as soon as it becomes unprofitable. Therefore, 
they are compelled to go oh even when it is actually unprofit¬ 
able to go on manufacturing. Such industries are deterred 
from shutting down by the disorganization of their labour, 
and the incidence of their standing charges which continue 
to be incurred whether the factory works or is shut down. 
The result is that they go on working even after profits melt 
iway, and it is on profits that the whole burden of the compe¬ 
tition made possible by higher exchange falls, because the 
manufacturer, in order to be able to sell his goods and keep 
the factory going, goes on reducing prices to meet the competi¬ 
tion upto the point where there may be no profit left. 


If this peculiarity of the position of the owners of or¬ 
ganised industries is carefully considered, it will be at once 
seen that a 12^b rise in Exchange will not mean only a 12Vc 
per cent, fall in profits, but may mean 50 per cent or 
100 per cent, fall in profits. Consequently, if We go 
back to the pre-war rate of Is. 4d., and free our industries 
from the present unfair competition of foreign goods, the 
result may be to improve industrial profits by not 12V- 1 -er 
^ent. but 25 to 50 per cent, or more. 

As it is industrial profits that pay the major part of the 
neome and super-taxes both directly and indirectly in the 
above provinces,'it will be readily seen that a reversion to 
Is. 4d. might result in an improvement in the receipts from 
Income and Super Taxes by 4 to 5 erores. In any case, I do 
not tfiink it will'll at all too optimistic to look for an improve¬ 
ment of at least 2 erores. 


Salt. This • head of revenue must certainly benefit 
from the improved position of the agricultural classes conse¬ 
quent on the better prices that they will get for their produce 
on the basis of Is. 4d. exchange. 
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There should he some benefit here too on 
prices realized by Government on the exports of this article. 


Railways.— Railway revenues are always affected by 
general business prosperity or by trade depression. This 
results from the fact that when business and profits are good, 
there is always a larger movement of goods than at other 
times. When trade is bad, there is less movement, 
because people feel discouraged, and will not venture 
even when they see some prospect of a profit, for 
fear that it might again result in a further loss 
which they could but ill afford. Apart from increases in 
traffic and in earnings, resulting from trading operations as 
such, there is bound to be a considerable increase in holiday 
traffic, pilgrim traffic etc., etc. if the material condition of the 
masses improves, which it must do with higher prices for 
agricultural products, and remunerative prices for the pro¬ 
ducts of our industries. I therefore think that it will be 
safe to look for a net improvement of at least 3 crores from 
the Railways. 


It will, therefore, be seen that there is no danger of an 
eventual deficit, and no danger of additional taxation having 
to be imposed if we decide to revert to Is. 4d. gold. 


The defenders of Government’s Currency Policy will 
perhaps argue that all this expansion of the present heads 
of Revenue that I base myself on was very problematical, 
and that no Finance Member could give up the Exchange 
gains for such problematical increases in other sources of 
revenue. They will ask, how do I propose to fill the gap 
in case such increases do not materialise. 


THE ALTERNATIVE — AN EXPORT DUTY. 


My answer is—Let there be an Export Duty just suffi¬ 
cient to cover this deficit. Our Exports now amount to a 
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good deal over 350 erores. An Export Duty of only l 1 /^ 
per cent, would then cover a deficit of Bs. 5 erores. 

EXPORT DUTIES WRONG IN PRINCIPLE. 

I wish to make it perfectly clear that I am against any Ex¬ 
port Duties on principle. Such a Duty takes away an amount 
equal to the Duty from the price that the producer would 
otherwise get, and really operates as a most iniquitous kind - 
of Income Tax. This is because the total price a producer 
gets is not all prop. It is his gross price, and his costs and 
charges have to be deducted before he gets any profit. Sup¬ 
pose cotton is selling to-day in Bombay at Bs. 450 per candy. 
Out of this Bs. 450 at least Bs. 350 will be the cultivator’s 
costs and charges and the cost of transport and marketing. 

I he remaining Bs. 100 is his profit i.e., Ins and his family’s 
wages for the labour they may have put in for a whole season. 
An Export Duty of 5 per cent, on Cotton, such as is advocated 
now in some quarters in the interests of our own Cotton Mills, 
would mean Bs. 27 i/j per candy. The overseas buyer 
will not pay more than the equivalent of Bs. 450 
if American and other Cottons remain unchanged. 
The Export merchant will, therefore, be obliged to 
offer to the cultivator Bs. 450 minus 27|4 or 422*4 per 
candy nett. As the costs and charges amount to Bs. 350, this 
will leave the cultivator 

only Bs. 72\'% instead of Bs. 100 
as his wages. 

EXPORT DUTIES OPERATE AS A MOST INIQUITOUS INCOME 
TAX ON THE CULTIVATOR. 


r If W j 11 ’ therefore > be seen that a more innocent-looking 
o per cent. Export Tax will really mean 

a 27% per cent Income Tax on the 
Income of the producer . 
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Ml does not stop here. There is no guarantee tha‘ 
The producer will continue to get Rs. 450. There might be 
a big crop in America, and cotton prices might fall to 375 
or 350. If they fall to 375, the Export Merchant will only 
give Rs. 375 minus the duty of 18% or say 356% to the pro¬ 
ducer. The latter will, therefore, get 

only Rs. 6% instead of Rs. 25 

that lie would have got if there was no duty. This will mean 
an Income Tax of 75 per cent, on an income 
that is already very much reduced . 

If the price is still poorer i.e., only 350 the Export Mer¬ 
chant will only give 350 minus 17% or say Rs. 332% only to 
the cultivator. As his costs were already 350, this will mean 
a capital, levy of Rs. 17% on every 
candy of cotton produced. 

My readers will now see w 7 hy I object to any Export 
Tax. If you want to tax the income of the cultivator, 3 r ou 
may do so, but certainly not at a higher rate than the 
wealthier classes, and in any event you must make sure that 
he has a net income that justifies taxing. 




ONLY RECOMMENDED AS-THE LESSER OF TWO EVILS. 

My readers will, no doubt, now ask—if I think a Duty 
on Exports so very wrong, why do I advocate it myself? 
My reply is that it is only in order to save the producer from 
a far greater wrong, because the present exchange manipu¬ 
lation also operates as an Export Duty and at a far higher 
rate viz., 12% per cent, on all our Exports. If a given 
quantity of Rice or Wheat or Cotton fetches £ 30 in Europe 
to-day, it should realize Rs. 450 here at Is. 4d., but as we are 
at Is. 6d., it only realizes Rs. 400. If there was Is. 4d. Ex¬ 
change and an Export Duty of 12% per cent., the result to 
the producer would have been the same. Therefore, my 
proposition is that if you must take this 5 erores from the 
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^producer, do not charge him an Export Duty of 12 1 / 4 per 
cent, as you practically do now, but charge him only iy? per 
cent., which will give you the amount required, and allow 
the other 11 per . cent, to go to the producer. To-day you 
charge the producer 12 1 /* per cent, but only V/_> per cent, 
goes to the coffers of Government in an indirect way, while 
eight times that amount goes into the other pockets that 
have absolutely no right to it. 

HOW WILL 1SH. 4D. REALLY AFFECT THE TAXPAYER? 

We shall now consider the position of the taxpayer as 
a whole, and see whether he stands to lose or gain by going 
back to lsh. 4d. 


I have already shown that the tax-payer need not fear 
ain additional burdens, because the expansion of other sources 
of Revenue will fully cover the gap caused by the disappear¬ 
ance of the gain in Exchange, and even leave something over. 

SUBSTANTIAL SAVINGS TO THE TAXPAYER. 

On the other hand the taxpayer will make very substan¬ 
tia] savings: 


1. He will be saved the additional burden of £2.10 
million that ho has to provide to-day in the shape of commo¬ 
dities in order to meet the interest charge on our internal 
public debt owing to the higher commodity-value of the 
Rupee as shown in Chapter V (page 48-49) 


2. Tie will he saved the-additional burden of Rs 02 
crores a year that he has to find to-day in the shape of cairn 

** ° Wn lndlVklUal “ debted ^ (Chapter 


immense benefit to the producer. 

sect Th ° COn 1 dera fh ° ns a Whole le., every 

r ” ; ;r' ;,fi0n ° f fhis whether producer 

e nsumer. . however, we consider the most important 
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of the .population, viz., the producer, there can be no 
question about the benefit he would derive from going back 
to lsh. 4d. 

PRODUCER REALLY THE BIGGEST TAXPAYER. 

Many people are pleased to fancy that the producer is 
not an important section of the tax-paying population, be¬ 
cause he is so poor in the first place, and, in the next, he pays 
only the land tax and perhaps some part of the salt tax. But 
this is a most superficial view. As a matter of fact, it is he 
and it is his produce, that really pays the bulk of the taxes . 
It is he that provides all the Land Revenue and Cesses of 
various kinds. It is he that pays the bulk of the enormous 
Excise Revenue. It is he that—as the largest section of the 
population—really provides the bulk of the Salt tax. It is 
he that provides the bulk of the third class Railway passenger 
traffic which is far and away the largest part of the total 
passenger traffic and is the only passenger traffic that pays, 
and it is his produce that produces the bulk of the 
goods traffic in one form or another. It is out of the same 
produce that the distributing classes get a slice for themselves 
and make a living, and it is out of these slices that bankers and 
merchants and capitalists make their own fat incomes, and 
it is out of the same slices that the Income and Super taxes 
consequently come. In short, the producer as taxpayer is 
not an insignificant section of the taxpaying population as 
might seem at first sight. It is he that is the most important. 
If, therefore, Sir Basil Blackett really wanted to look after 
the interests of the taxpayer , he should look after the interests 
of the producer first and last and always because it is he that 
ultimately bears the burden of alt the taxes. 




« 
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There now remain only one or two minor points in Sir 
Basil Blackett's speech introducing the Budget of 1925-26 
that remain to be examined. He claims that 

“tlie effect of a rise of Exchange has been in the 
“main to keep rupee prices from rising with world prices 

“.The exporter has been getting a larger amount 

“of Sterling for his exports, but when his sterling has 
“been converted into Rupees, the amount of Rupees has 
“been very much what it was before (para 40).” 

FALLACIES UNDERLYING THE IDEA OF PRODUCER 
GETTING SAME PRICES. 

This argument contains three fallacies, viz : — 

1. that the exporter (by which, I suppose, he here 

means the producer,) ought to be satisfied with 
the same amount of money every year. 

2. that world prices will continue next year at the 

same high levels as they were last year (be¬ 
cause otherwise the producer cannot continue 
to get the same amount of money). 

3. that the producer will continue to get the same 

average crop as he did last year (because 
otherwise he could not continue to get the same 
amount of money with world prices un¬ 
changed) . 

PRECARIOUS NATURE OF PRODUCER’S WORK. 

Taking item 3 first, will any one in his senses guarantee, 
particularly in India, that the producer will continue to get 
year by year as much produce out of his fields as he did last 
year, when he is so notoriously at the mercy of the seasons'? 
If his crops are short, how is he to get the same amount of 





MiN/sr^ 



m ■■■ vs 

(y if world prices and Indian Exchange remain at pre¬ 
sent levels? 


CONTINUED RIGGING OF EXCHANGE TJP AND DOWN A 
NECESSARY COROLLARY OF THE FINANCE 
MEMBER’S CONTENTION. 


Now let us examine the second assumption, viz., that 
world prices will continue at the high levels of last year. 
No merchant of any experience will have the hardihood to 
assert any such thing. In fact, in many lines of produce, 
•we are already much lower than we were in October 1924, 
the prices of which period the Finance Member quotes 
in his Budget Speech. What does the Finance Mem¬ 
ber propose to do about it ? As even the almighty 
Indian Government cannot regulate world prices, the only 
thing they can do in order to enable the producer to 
continue to get the same amount of money would be to bring 
exchange down once more to Is. 5d. or Is. 4d. Does Govern¬ 
ment seriously propose to rig exchange up and down every 
six months or twelve months to keep it in harmony with world 
price level? If not, how is the producer to get the same 
amount of money ? 

This brings us to the first assumption. If Government 
cannot guarantee that world prices will remain constant, or 
that the producer’s land will give the same quantity of produce 
year by year, how can they ask him to be satisfied with talk 
of “the same amount of money”? 

PRODUCER HAS A FAR STRONGER CLAIM TO LARGER 
RETURNS THAN ANY OTHER CLASS OF WORKER. 

Again, does any man in any other walk of life remain 
satisfied with the same amount of money year by year ? Do 
not Government servants of every grade expect higher and 
higher pay every few years l Then why argue that the pro- 
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alone should not get more ? In fact, in view of t 
'4ms nature of his crops and fluctuations of world prizes, 
flic producer ought to get all that he can in good years in 
order to make up for either short crops or poor world prices 
in bad years. I do not wish to labour this point further here, 
as the position has been more fully discussed when we were 
examining the question of the wages the producer was get¬ 
ting. 
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CHAPTER XIV. 




The only other point in the Budget Speech that remains 
to be examined is the following. Sir Basil Blackett then 
said;— 

“that it was a hoary old fallacy that a high ex¬ 
change benefits the importer of goods from abroad and 
“a low exchange benefits the primary producer and ex¬ 
porter. it is however founded on one partial 

“truth, viz., that in a period of a rapidly rising exchange,, 
“there may be some temporary tendency for exports to be 
“checked and imports stimulated (paras 38, 39 & 40 ).’ 7 

This assertion might, impress the layman, but it once 
more shows that the Finance Member cares more for the 
effect his assertions are likely to have on the lay mind than 
for sound currency doctrine, or that he does not himself under¬ 
stand the correct position. The mere high exchange value of 
one country’s currency as against another does not benefit 
anybody. The Rupee was 16d. and the Japanese Yen 24d. 
gold, while the American Dollar was as much as 49d. gold, 
but that could not and did not affect the Importer or Exporter 
in any of these countries. Nor do temporary fluctuations 
above or below the gold par fixed by law have any serious 
deleterious effect, because they are necessary in every country 
to enable the Balance of Trade to be automatically re-ad¬ 
justed, provided it is really temporary and returns in the end 
to the normal par of the country . But to call the present 
change in the value of the Rupee a temporary phenomenon of 
this kind would show a total misapprehension of the problem, 
because it is an attempt to make a permanent change in the 
gold value of the Rupee, and a return to the normal par is 
not the object of our manipulators, and it is only when such 
an attempt is made to vary the gold value of the coin of the 
country that the mischief comes in, because, in every country, 
its nationals have to make their commitments in the cur- 
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the country, and all 
change, 


these commitments 


are vitiated 


FOUR DIFFERENT INTERESTS AFFECTED. 

To properly understand the bearings of this question, we 
Joust clearly see who it is that is implied in the words “Im¬ 
porters” and “Exporters” so loosely used in currency contro¬ 
versies. Commonly, we understand by it the merchants i.e., 
not the producers but the distributors of the goods, but it is the 
producer that is far more vitally interested in each case. In 
the case of Exports, it is the Indian producer and 
manufacturer. In the case of Imports, the foreign producer 
and the foreign manufacturer is interested, and the Indian 
producer and manufacturer is also interested in so far as this 
joreign competition affects him in the local market. There 
are thus four sets of interests to consider: 

1. The Indian producer (primary and secondary). 

2. The distributor of India’s goods to overseas 

markets i.e., the Exporter. 

3. The foreign producer (primary and secondary). 

4. The distributor of such foreign goods in this coun¬ 

try i.e., the Importer. 

lb • commitments are also of two kinds. They might be 
long period ones or short period ones. 

Let us now consider each of the four interests concerned 
from both the long and the short period point of view. 

THE INDIAN PRODUCER. 


this includes both the cultivator of raw produce or the 
primary producer, and the converter of such produce into 
finished goods i.e., the secondary producer i.e., the worker in 
our various industries, 
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THE PRIMARY PRODUCER. 



His commitments are: 

(a) long-term e.g., tenancy or occupancy contracts, 
land settlement contracts, debt due to the sowcar 


(&) short-term c.g ., purchases of seed or manure and 
other expenditure for cultivation and mainten¬ 
ance until the harvest is secured 

I have already shown in Chapter III how the raising of the 
rate of Exchange seriously increases the burdens of the culti¬ 
vator in respect of such long-term contracts, so I need not 
enlarge on it again here. As for the short-term commitments 
they are entered into by the cultivator on the strength of 
the returns he may have got from his previous crop. It is 
well-known that if the previous crop has sold at good prices, 
more manure etc. is used, and better cultivation given to the 
succeeding crop. If, on the contrary, the previous crop has 
realized very poor prices, the cultivator has himself no heart 
to undergo any expense for manure etc. Even if he had, his 
sowcar would not permit him such extravagance, because the 
poor proceeds of the crop would have barely covered advances 
already made, and the sowcar would only advance the barest 
minimum to keep his debtor alive over the next season. Sir 
Basil Blackett evidently has not thought out this phase of 
the problem at all or he would see that a most grievous wrong 
has been done to the Indian cultivator by allowing Exchange 
to go up from 15%d. gold in May 1924 when the crops were 
sown to 18d. gold in Februarv-March 1925 when the same 
crops had to be harvested. 

However, the losses resulting from these short-term com¬ 
mitments might be suffered and done with in one or two 
seasons. This is not the case with the long-term commitments, 
which continue a burden for all time. Re-adjustment does 
come even in these, but never voluntarily. The settlement 
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ill not readily revise the assessment downwards, anc^ 
very strong evidence of the cultivator’s inability to bear 
a higher burden will induce a revision, but, then, he will no 


doubt revise it. Nothing, however, compels the landlord to 
revise his rents until tenants run away. Nothing will induce 
the sowcar to reduce his dues. He will haVe the cultivator 
sold out bag and baggage. It will, therefore, be seen that 
in respect of these commitments the effect of raising the 
Exchange is not temporary, and the necessary re-adjustments 
can never be smooth. 

THE SECONDARY PRODUCER. 


How Our Factory Labour is affected. 

This is the man working in our factories. His fate 
depends on the profitable working of our factories. If the 
working is good, the workman gets his wages as usual. If 
the working shows a loss, some men are turned off. If mar¬ 
kets continue bad, the employer tries to reduce wages or shuts 
down altogether. In other words workers have to lower their 
standard of living or starve altogether. 

DEPENDS ON POSITION OF THE FACTORY ITSELF. 

It is, therefore, the position of the factory that we must 
consider here. The factory has also two kinds of commit¬ 
ments : 

(a) long-term-contracts viz. debenture or other capital 

debt, contracts for power etc. 

(b) short-term-contracts e.g., for purchases of raw 

material and stores, and contracts with labour 
i.e., wages, and contracts for working capital 
moneys 

SHORT-TERM COMMITMENTS EXAMINED. 


Of these short-term commitments, the factory cannot help 
losing money on the raw materials, stores etc, already bought. 
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but this is of course temporary, and the factory can hope to 
buy cheaper next time on account of the higher exchange. 


When it comes to wages of labour, it is much more difficult. 
Labour does not readily accept a reduced wage, but reduced 
it has to be, if re-adjustment is to be effected to the new level 
of prices and exchange. This leads to bitter struggles between 
employers and employed, and results in strikes and in 
immense economic loss to the community as a whole, and to 
the working classes in particular. 


This phase of the re-adjustments that Government’s 
Currency Policy has forced upon our industries is to be seen 
to-day in the efforts of our Cotton Mills to reduce wages of 
Bombay Mill-hands. Even those most closely connected with 
this industry have so little appreciation of the real source of 
their troubles, that I have heard intelligent mill-owners say 
that they won’t, discuss Government’s Exchange Policy, 
because it was politics! They do not seem to see that it is the 
most fundamental element of their economic existence. 

Even the Chronicle, in its anxiety to put up a strong 
fight for labour, has gone astray, and made some extraordinary 
charges against Japanese Mills and their labour, in order 
to explain the very serious Japanese competition in the piece- 
goods market. I will, therefore, later on, by a concrete exam¬ 
ple, show how it is the present depreciation of Japanese 
Exchange that is the principal source of trouble. 


SHORT-TERM COMMITMENTS—WORKING CAPITAL. 


For the present, we shall consider the next item of a 
factory’s short-term commitments, viz., cost of working capi¬ 
tal. It may seem to the lay-man that re-adjustment of this item 
should be easy. The lender must be some banker or financier. 
He could be made to see that the factory could not afford a 
higher interest charge, and could be made to reduce it, and 
in any case even with the same charge for interest the cost 
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to be smaller, because less working capital would be 
needed in view of tlic lower cost of Raw Material, Stores, and 
Stocks. But tlie contrary is the case. The Banker sees that 
the factory is losing money. It is no concern of his if the 
loss is due to Exchange manipulations. What he is concerned 
with is the solvency of his borrower. As soon as he sees that 
a factory is losing money, he considers it a financially weaker 
proposition, and his first concern is to reduce his own risk 
i.e., to cut down his own loan to that particular factory. 


As the factory has to go on working, it is obliged to cast 
about for more finance from some other source, and, its diffi¬ 
culties being known to every wide-awake financier, it does not 
get the needed money except on much more onerous terms. 
Sometimes, it may fail to get any additional money at all, 
and then its only resource is to liquidate its stocks promptly 
for whatever they may fetch in order to get ready cash. The 
cash so obtained is the most costly of all the finance, and as 
soon as such a stage is reached, a most vicious circle is started. 


THE VICIOUS CIRCLE THAT LEADS TO 
LIQUIDATION AND RUIN. 


Selling of this kind is at once noticed in the market, and 
results in 

(a) scaring away the buyer 

(b) compelling a further cut in prices as a consequence 

(c) further frightening away the buyer 

(cl) further cut in juices in anxiety to make cash, and 
demoralization of market 

(e) compelling even financially strong mills to follow 
the selling policy of the weaker mill. 

(/) creation of a general a tmosphere that the whole in¬ 
dustry was in a very bad way, thereby making 
further financing very very difficult, if not im- 
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possible, 

industry 


for all concerns in that partieu 




(<j) and finally forcing the weakest concerns into 
liquidation 

We see all these points of Government’s Currency Policy 
exemplified to-day in all those Indian industries that have to 
depend on consumption of their products in India itself, and 
more particularly in the Cotton Mill Industry. 

However, what I wanted to make clear was that even of 
the three temporary commitments of the factory 

only the cost of raw material and stores is proportion¬ 
ately reduced, 


labour could not be reduced without a more or less 
bitter struggle, and 

cost of working-capital finance is not reduced but 
increased , and ultimately forces many concerns 
into liquidation. 

We shall now consider the long-term commitments of a 
Factory. These are : 

Capital 

Debenture Debt 

Contracts for Power 

Of these the contract for power—if it is for coal, would in' 
amenable to revision yearly, although it does not follow that 
the revision would be downwards. If it is Hydro Electric 
Power, then the rate is generally fixed over a number of 
years, and could not be revised till the expiration of the period. 

As for Debenture interest and principal, this cannot be 
revised until the Debentures fall due, and then, if the factory 
has been working at a loss, the money available for renewal 
of the Debenture Loan would be less, and the rate of interest 
more unfavourable, for exactly the same reasons as in the ease 
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orking capital moneys. It may even be found impossible 
to raise the necessary funds to pay off: the maturing Deben¬ 
tures and then the concern is driven into insolvency. 

When we come to share capital, it is of course within the 
powers of the shareholders to reduce their capitalisation, but 
it can be readily seen that no one will be willing to do it unless 
absolutely compelled by heavy losses and fears of liquidation. 

We have now examined all the elements of the problem. 
Let us now consider the effect of a Is. 6d. exchange on all 
of them collectively. In a Cotton Mill for instance, when 
we say it has made a profit, it means the amount left to it 
after deducting from the sale proceeds of its yarn and cloth, 
all the cost of raw material, labour, power, etc. etc. Therefore 
the equation in the case of a Cotton Mill would stand thus: 


Sale proceeds—(Cost of 1. raw material -{- 2. 

5 stores + 3. power -f- 4. labour -J- 5. depreciation -}- 6. in¬ 

terest charges -f- 7. rates, taxes and insurance 8. excise 
duty) = profit 

or taking the minus items to the other side of the equation, 
we have 

1. raw material + 2. stores -f- 3. power + 
4. labour -f- 5. depreciation -j- 6. interest charges -f- 7. rates, 
taxes and insurance -}-* 8. excise duty -f 9. profit = Sale 
proceeds. 


If Exchange is Is. 6d. it would enable the foreign yarn 
and cloth to be sold at 12% per cent, less than the price that 
would Ik 1 charged if Exchange was Is. 4d. The Indian pro¬ 
ducer must follow suit i.e., the Indian Mill must also reduce 
its selling prices by 12% per cent. I would now ask my readers 
to carefully consider the above equation. They will see that 
if 12% per cent, is reduced from one side of the equation, 
i.e., the sale proceeds, then 12%.per cent, must also be reduced 
from every i/em on lltc other side in order that the equation 
may still hold good. . 
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THE PROBLEM BEFORE THE MILL-OWNER, 


The problem before the Mill-owner, therefore, is 



1. to reduce 12^4 per cent, from each of the 
nine items on the left side of the equation, and if this 
be impossible, 

i ‘ 

2. to reduce more than 1214 per cent, from such 
items as are amenable to reduction, so that the reduc¬ 
tion may in the aggregate amount to 1214 per cent, on 
the whole. 


Let us now see which items are amenable to reduction: 


1. and 2. raw material and stores will be automa¬ 
tically 121/4 per cent, cheaper. 

3. power cost cannot be reduced if it is electric, 
and cannot be appreciably reduced if it is coal, because 
the largest part of the cost of coal is Railway freight. 

4. labour cost cannot be easily reduced without 
strikes. Strikes mean disorganisation and losses from 
standing charges, so the mill-owner comes to a reduc¬ 
tion of wages of labour only with great reluctance and 
only when very hard pressed, although T know that the 
layman thinks otherwise. 

5. Depreciation cannot be reduced as the block 
account is fixed. 

f>. Interest charges will not be reduced in the 
case of Debenture moneys and will he actually increased 
in the case of Working Capital moneys . 

7. Rates, Taxes and Insurance cannot be appre¬ 
ciably reduced. 

8. Excise Duty will be automatically reduced 
pro rata to selling price 
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9. Profits—This is the only item capable of 
unlimited reduction and can go to zero or even be a 
minus quantity i.e even turn into a loss. 

If my above remarks are carefully followed, it will be seen 
that 
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Cost of Power 
Cost of Depreciation 
Cost of Interest charges 
Rates, Taxes and Insurance 
cannot be reduced or reduced appreciably. 


ONLY TWO ITEMS AMENABLE TO REDUCTION VIZ. 
LABOUR AND PROFITS. 


Therefore, when the mill-owner tries to reduce his cost, 
he has only tivo items left 

Cost of Labour 
Profits 

and consequently the whole pressure exerted by the exchange 
manipulation necessarily falls on these two items. Profits 
go first, not because the mill-owner does not care for his own 
interest, but because it is the only item that offers no resistance 
to reduction, and, besides this, every mill-owner is used to, and 
prepared for, bad times coming every few years, and thinks 
this is one of the bad periods. He hopes the tide will turn 
soon, as it has so often done before, and so courageously holds 
on. He fails to see that the fall in the prices of his goods 
brought about by the present fix change manipulation is a 
permanent fall, and that he will hare to face re-organization 
of his capital sooner or later. 

FACTORIES CANNOT CONTINUE TO WORK AT A LOSS EVEN 
IF THEY SO WISHED. 


However, as I say, he courageously goes on as long as 
he eaii, but it is never very long, because his banker or fmun¬ 
ci' r will not allow him to do it, The first year that a loss is 
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^lown, the financier makes difficulties about renewing loans. 
He insists both on cutting down the Loan and on charging a 
higher rate. If the second year shows a further loss, the 
financier becomes anxious to withdraw all his monies before 
the concern makes further losses. This finally forces many 
concerns into liquidation. The mill-owner is, therefore, soon 
made to see the necessity of showing reasonable profits on the 
working of his mill, not so much with a view to dividends for 
his shareholders as with a view to preserve and strengthen 
his own financial standing, so that he may continue to get the 
necessary finance on reasonable terms. 

WHY THE EMPLOYER TURNS ON LABOUR. 


As the raising of prices is not a thing in his power, he 
turns to the second of the above two items amenable to com¬ 
pression via., Labour. It is this stage that we have now 
reached in the cotton mill industry in Bombay. A reduction 
of 20 per cent, in the War allowance for high cost of living 
is what is proposed. This comes to about llVo per cent, only 
on the total earnings (the wage plus the War allowance) of 
the mill hand. If my readers will turn to the equation of a 
mill’s working that I have given, they will see that labour is 
only one of the nine items, and the reduction necessitated by 
ihe manipulation of Exchange was 12y^ per cent, on account 
of the labour item alone. 

LABOUR MUST BEAR NOT ONLY ITS OWN BURDENS BUT 
OTHER BURDENS. 

As, however, the two items of Labour and Profits have 
to bear not only their own burdens, but also the hardens of 
those other items that could not he reduced , as also the fur¬ 
ther harden of the one item ( interest) that will actually in¬ 
crease , it will be easy to see that 

both Labour and Profits must each make a much 
greater sacrifice than 12*/* per cent. 

Therefore, if the present Exchange manipulation is made 
permanent and Is. 6d, becomes the established rate for the 
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still greater sacrifices will have to be made by the two 
items—labour and profit— i.e,, by the worker and the finder 
of the capital. 


MUST BE PREPARED FOR FURTHER INSOLVENCIES 
AND LIQUIDATIONS. 

As further reduction of profits means withdrawal of 
finance, we must also be 'prepared for many more insolvencies 
and liquidations of our industrial concerns . Already mills 
are closing down in spite of the resolution for reduction of 
wages. Our Labour Leaders wonder why. They think it a 
sort of breach of faith on the part of the owners to shut down 
altogether after labour had consented to a sacrifice of the 11 Yz 
per cent, of its wages. They do not see that wages is not 
everything . A cotton mill requires many lacs of money for 
working capital, and if a mill finds it impossible to get this, 
it must shut down. It has no option. As a concern which 
is losing money cannot get such finance, it follows that, for 
a mill to continue at work, profits are as essential a factor 
as labour. 

ALL THESE ARE NECESSARY CONSEQUENCES OF 
CURRENCY MANIPULATION. 

The insolvencies and liquidations, the shutting down of 
factories that we have been witnessing for the past two or 
three years, are not anything unexpected. They are the 
necessary results of the manipulations carried on in order 
to raise the rate of Exchange. Professor Jevons with ad¬ 
mirable frankness told us to expect 

“abnormal tightening of the money market, 
“forced realizations of stocks of goods, fall of comma - 
“dity prices and suspensions of commercial firms'’ 
and said that if Government was not careful 

“a commercial crisis was possible” 


miST/fy 


<SL 

daily befoi'e oiir 
very eyes. Government spokesmen are not as brutally frank 
as Prof. Jevons. They glibly talk of all this being temporary 
and assure us that things would soon get readjusted to the 
new level of exchange, and then, life would go on normally 
as befoi'e. They perhaps do not understand the full signifi¬ 
cance of such readjustments, although we have it on the 
authority of Prof. Jevons that Sir Malcolm Hailey recoiled 
at the prospect When he came to see what it was—“appeared 
to be'seized with undue alarm at the possible results of defla¬ 
tion” is how the worthy Professor puts it ! 
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We see these tilings now happening 


We have now seen how the raising of Exchange affects 
the Indian producer both primary and secondary. Sir Basil 
Blackett calls the effects temporary. So is an epidemic. 
After it goes, those that are left carry on as before, but 
those that were struck are dead and gone, and their wives and 
children starve. To these the effect is not ' temporary. 
Similarly, the exchange epidemic will strike down many of 
mir business concerns and many of oiir industries. Those 
that are left will soon forget the black days, as they did after 
1895-1900. but to the thousands out of employment, to the 
thousands that starve and die, and to their dependents left 
behind, it will be a black memory. 


If any one were to suggest that an epidemic should be 
artificially introduced into a big city to kill off the slum 
population and make the'city healthier lie would be consi¬ 
dered fit for a lunatic asylum. Yet to-day an economic 
epidemic is artificially introduced into the trade and in¬ 
dustries of India by means of manipulation of Exchange 
and there are so many victims, but nobody protests, because 

nobody scans to understand what it is that reallv ails our 
industries to-day. 
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We have already seen in previous chapters how the Indian 
producer both primary and secondary is hurt by the rise in 
Exchange, and have seen that the effect was not temporary as 
claimed. We shall now consider the foreign producer whether 
primary or secondary. India as an agricultural country has 
enough in the way of Raw Materials and Foodstuffs of its 
own, and does not need much by way of Imports. Therefore, 
we have very little concern with the foreign primary producer. 

HOW THE RISE IN EXCHANGE BENEFITS THE FOREIGN 
MANUFACTURER. 

On the other hand, the bulk of our Imports is manufac¬ 
tured goods, and the benefits of a rising exchange go to those 
engaged in such manufacture -i.e., to the secondary producer 
(labourer) in foreign countries. As the benefit reaches 
him through better business done by, and better pro¬ 
fits earned by, the factory that employs him, we 
have once again to study the position of the foreign 
factoiy and see how it stands to gain. 

There are two different cases to consider, viz. 

1. Case of countries whose currencies are now at their 
pre-war par, and who, therefore, benefit only to the extent of 
the further rise of the Rupee from Is. 4d. to Is. fid. e.g., 
England and the United States. 

2. Case of countries whose currencies are very much 
depreciated to-day as against the pre-war par, because in 
their ease their depreciation below pre-war and our apprecia¬ 
tion above pre-war widens the gulf between the two curren¬ 
cies very much more than in the first case. As examples we 
may mention Belgium, France, Italy and Japan. 

CASE OF COUNTRIES ON A GOLD STANDARD AT PRE WAR PAR. 

Let us take first the ease of England a country at the 
pre-war par. If a piece of Manchester cloth costs them £ 1 
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y/can lay it clown in India at Rs. 15 if Exchange wa 

If Exchange is pushed up to Is. 6d., K tliey can la y 'it 
down at Rs. 13-5# The Indian mill if it wants > to compete 
must cut its own price down to Rs. 13-5 also. Can it 
do it immediately ? Can it do it at all ? The answer to this 
is already provided in our previous study of the Indian 
secondary producer, and the Indian factory. We have seen 
that the charges of the Indian Factory cannot be reduced 
except under two heads only, these two being labour and 
profits. Cuts in these are necessarily made only with great 
reluctance, and, for labour in particular, only after a more or 
less bitter struggle, to which the employer is compelled by 
heavy losses and financial difficulties, which lead some of 
these factories to insolvency. 

A CLEAR ADVANTAGE TO MANCHESTER. 


Until this readjustment can be completed the Manchester 
Mill has—as will be seen—a clear advantage in price. This 
enables it to push its goods in India through the inducement 
of cheapness. This will continue to be the case even after Ex¬ 
change has been fixed at say Is. 6d. From the point of view of 
the Indian Mill this is bad enough, but the position during the 
rise from Is. 4d. to Is. 6d., or whatever the higher level is, 
is far worse. It enables the Manchester cloth to be sold a 
few annas cheaper at every rise in Exchange of one or two 
sixteenths. This creates the atmosphere of a falling market. 
E very merchant knows what this means. The big dealers find 
they constantly make losses on whatever they purchase, and 
finally get disheartened. The smaller up-country dealer is 
even less able to face losses and is even more scared. The 
losses of tlie bigger dealers make them unable to give the 
usual credit to their up-country clients, which makes 
matters -till worse, and the continued contraction of 
the circulation, which is a necessary step in such raising of 
Exchange, keeps the money market tight all round, and de¬ 
prives the dealers of their u.sital sources of finance. 
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Finally, a stage is readied wlien all buying is absolutely 
hand-to-mouth. Tbe retailer is afraid to bold any stock, 
so is tbe small wholesaler, and so is tbe big dealer in Imported 
or local goods. The natural consequence is that stocks have 
to be carried by the originator of the goods i.e., tbe Import 
House or tbe local Mill. This is the position that we have 
reached to-day in our Indian Cotton Mills. All this fall of 
prices does not seriously affect the Manchester Mill. It goes 
on getting its £ 1 per piece, and is able to sell more freely, 
because it can reduce its Rupee price WITHOUT losing a 
penny itself , while every such reduction means a loss to the 
local mill and reduces its credit, and straightens its finances, 
and cripples its initiative and energy. 


ABSURD TO CALL THESE EFFECTS TEMPORARY. 

It is absurd to talk of all this being temporary. It is 
k absurd to say that after tbe necessary readjustments of costs, 

tbe Indian Mill can again go on as before, and that no harm 
was done. A strong and robust man if struck down by, say, 
typhoid, is never tbe same again for a long time afterwards. 
An Industry that passes through the above experiences is 
never its old self again for years. It is like a defeated army. 
Its most experienced leaders, if not- actually struck down 
(made insolvent) will have lost courage, will have lost initia¬ 
tive. This will, therefore, mean a setback from which the 
country may take years to recover. Even if the leaders had 
any initiative left to them, they would find it impossible to 
get the necessary capital, as the investor, after his bitter ex¬ 
periences, will be unwilling to venture any more money into 
such an unfortunate industry. These effects are not, and 
cannot be called temporary. 

CASE OF COUNTRIES WITH DEPRECIATED CURRENCIES. 

* In the second of the two cases, where the rise in Exchange 

favours the foreigner both through a depreciation of his and 
an appreciation of our currency, all these consequences show 


ielves in a much more acute form. This is why we 
hear so much to-day of the present cut-throat, competition 
from Japan. The misfortune is that those most directly con¬ 
cerned, viz., our own mills, have but a very vague idea of how 
exchange hurts them, and there is no lack of so-called experts 
coming forward and insisting that Exchange cannot make 
any difference, because if Japan has an advantage through 
Exchange in the sale of its goods, it must be at a disadvantage 
through the same Exchange in the purchase of its cotton and 
its stores etc., and they, therefore, insist that we must look 
for the cause of our inability to compete in other directions— 
r.f/., inferior management, the agency system and what not. 

COTTON AND STORES NOT THE ONLY ELEMENTS OF COST. 

Those who advance such arguments fail to see that the 
cost of cotton and of stores are not the only elements in the 
cost of Japanese piece-goods, and that there are other elements 
that make an important difference. T will now go into these 
in some detail and take concrete figures, so that the average 
man-in-the-street can follow what is really happening to-day 
as a direct result of depreciated Japanese Currency. 

COSTS IN A JAPANESE MILL ANALYSED. 

The equation for a Japanese Mill for one-shift, and two 
shift working would be somewhat as follows:— 

One-shift. Two-shifts, 
(in lacs of Rupees.) 


1. 

Cotton & Stores 

48 

96 

2. 

Power (or Coal) 

3 

6 

3. 

Labour . 

13 1 /- 

27 

4. 

Rent taxes, insurance 

2 

2* 

5. 

Management (superior) 

I 

1* 

6. 

Interest on Debentures 

3 

3* 

7. 

Interest on working capital 

6% 

13 

10 

8, 

Depreciation . 

5 
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Freight & Charges to Bombay 2 4 

Mill’s Profit say .. • • 5 

89 167 

11. Import Duty 11 per cent, (on 89) 10 (on 167) 18 

•Items that remain constant. 99 185 


The above 185 laes is the amount, for which this Japanese mill 
must sell its output in order to get its normal profit. The 
figures in column 1 are based on actual figures of an Indian 
Cotton Mill, so that the proportions in which the various 
items figure in the costs may be more or less as it should be 
in such a mill. We can safely assume that a Japanese Mill 
of the same capacity will be capitalised at least at about the 
same capital cost because it has also to import practically all 
its machinery. We can also assume that it is prepared to 
be satisfied with the same reward on its capital viz., 5 lacs. 
Hence I have taken the items marked with an asterisk viz., 
4—5—6 and 10 as same for one or two shifts. 

TWO SHIFT WORKING AN ADVANTAGE. 


Now for our problem. It will be seen that the two shift 
working gives a distinct advantage. If the plant gets worn 
out in half the time, there is no harm done, because we pro¬ 
vide twice the depreciation. In fact, it may even be a great 
advantage, because the more rapid scrapping of the existing 
plant gives more frequent opportunities for installation of 
such improved types as may have meantime been discovered. 
Our Indian Mills may very well consider whether it would 
not bo cheaper to scrap the more antiquated parts of their 
present plant and work the rest on two shifts. The avail¬ 
ability of Electric Light and Electric Power, to my mind, 
provide very favourable conditions, at least in Bombay, for 
such an innovation, and the plant in some of our mills is very 
antiquated indeed. But this is only by the way, 
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et ns now convert the above figures into Yen at normal 
pre-war Exchange. We shall only take the second column, 
because two-shifts is the normal method of working in 
Japanese Mills. 


The pre-war parity of the Japanese Yen was 24.60d. gold. 
Our Rupee was 16d. To-day it is 18d. here while the Yen 
is only about 20.16d. We have, therefore, three different 
positions, at three different rates of Exchange, to consider. 

I at pre-war par i.e., 2460 = Rs. 153% per 100 Yen 

1<T 

II to-day i.e ., 2016 = Rs. 112 „ „ „ 

18 

III if the Yen returns to 
par but the Rupee re¬ 
mains at 18d. i.e., 2460 = Rs. 136 2/3 „ „ „ 

18 


Converting the costs into Yen on the first basis i.e., say 154 
per 100 Yen, we find that it would cost our Japanese Mill in 
its own Currency Yen 120.37 lacs altogether as follows: 




Yen 

equivalent of 




Rupees 

1 . 

Cotton & Stores 

62.34 lacs 

96 lacs 

2. 

Power 

3.90 

6 

3. 

Labour 

17.53 

27 

4. 

Rents Taxes etc. 

1.29 

2 

5. 

Management (Superior) 

.65 

1 

6. 

Interest on Debentures 

1.95 

3 

7. 

„ „ Working 

8.44 

13 

8. 

Depreciation 

6.49 

10 

9. 

Freight & Charges .. 

2.60 

4 

10. 

Profit 

3.25 

5 



108.44 

167 






11. Import Duty 



Let us assume for simplicity of argument that this Japanese 
Mill sells all its output in India just like the Indian Mill. 
Then the above figures will mean that at the normal Exchange 
of 154, it must realize Ks. 185 lacs in India to give it its Yen 
120.37 lacs, and assure it the profit it has figured on of 3.25 
lacs. But the depreciation of Japanese Exchange from 154 
to 112 enables the Japanese Mill to sell the same quantity of 
goods many lacs of Eupees cheaper and still make the same 
profit. 

EFFECT OF PRESENT EXCHANGE IN REDUCING 
JAPANESE COSTS. 


Let us now see how the position of this mill will stand 
to-day with everything else except Exchange remaining un¬ 
changed, exchange being now 112 instead of 154. Its costs 
will now be 


Lacs. 

1. Cotton & Stores Yen 85.71 

2. Power .. .. .. 3.90 

3. Labour . . .. .. 17.53 

4. Bent, taxes etc. .. 1.29 

5. Management (Superior) .65 

6. Debenture Interest .. 1.95 

7. Interest on working capital 11.61 

8. Depreciation 6.49 

9. Freight & charges .. 2.60 


131.73 

10. Profit .. .. .. 3.25 


( f= Es. 96 lacs) 
(unchanged) 
do. 
do. 
do. 
do. 

( = Es. 13 lacs) 
(unchanged) 
do. 


do. 


Yen 134.98 


The total cost of the mills cloth will now be Yen 134.98 lacs. 
At the Exchange of 112 this gives . . Es. 151.18 lacs 

add 11 per cent. Duty . . Es. 16.62 lacs 

Selling value Rs. 167.80Tacs 
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Japanese Mill, whose items of cost, except 1 and 7, will remain 
unvaried. Item 1 will be larger, because the cotton will cost 
more in yens at 112 than it would do at 154 exchange. Item 
7 will be larger, because the normal stocks of cotton and of 
cloth that the mill must carry will be proportionately worth 
more yens. My readers will see that this mill would have had 
to realize Rs. 185 lacs for its‘output to get its normal profit 
if both exchanges were at pre-war par. It can now sell its 
same output at only Rs. 16/.80 lacs i.e., 17 lacs cheapen > and 
yet continue to make the same amount of profit as it did 
before. To meet this competition its counter-part in India 
would have to also sell its product 3 / lacs cheaper, which will 
not only wipe off all its expected profit but show a big loss 
into the bargain. 

l\ r e should not Confuse the issue, as is sometimes done, 
by bringing in the question of freights and duty. I he pro¬ 
blem before us is to see whether Exchange makes any differ¬ 
ence. With Exchange normal, both mills would have had to 
meet the same charges as they do now, and both would have 
had to get Rs. 185 lacs for their yarn and cloth in order to 
secure a normal profit. With Exchange at 112 both Mills 
still incur the same charges as they used to do, each in their 
own currencies, and yet the Japanese can sell 17 lacs cheaper , 
simply owing to • the depreciation of their Exchange. 

WHY JAPANESE IMPORTS, ALTHOUGH SO SMALL, HAVE A 
DECISIVE EFFECT ON PRICES, 

Attempts are made to minimise the pressure that this com¬ 
petition can exert by arguing that, after all, the* total import 
of Japanese goods is only 7 to 10 per cent, of ihe total con¬ 
sumption in India. This argument fails to appreciate the 
fact that in all markets it is the marginal quantities that raise 
or depress prices. If demand is 100 and supply 95, prices 
may rise by not 5 but 50 per cent. Similarly if the demand 
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w 100 and supply 105, prices will fall heavily. Tire Japan^s 
product has provided such an increased marginal supply. 
If Exchange was normal, the J apanese would not have been 
able to beat down the prices of piecegoods with impunity, and 
as prices went down under competition, they would also have 
lost money, and both kinds of supplies would be curtailed 
more or less until the position was again adjusted. To-day 
on account of the enormous advantage that Exchange gives 
them, the Japanese can go on heating clown prices, and still 
make handsome profits, and at the same time compel the 
producers of the 95 per cent, of other kinds of piecegoods (i.e., 
Manchester and Indian Mills) to similarly cut their prices to 
the same extent, which they cannot possibly do. 

PRESENT EXCHANGE POSITION ENABLES JAPANESE MILLS 
TO SECURE A STRONG FOOTING IN ALL MARKETS WITH¬ 
OUT THE SACRIFICES USUALLY NECESSARY. 


The effects of the present flooding of the Indian market 
with .Japanese goods will not be temporary. Ordinarily, 
manufacturers have to make immense sacrifices in order to 
establish themselves more firmly or introduce new qualities 
in their old markets, and to secure new ones. Their depre¬ 
ciated currency has to-day given Japanese Mills a grand 
opportunity of establishing their qualities more firmly here, 
and introducing themselves into markets that they may have 
been unable to reach so far. The Japanese have made the 
most of this grand opportunity for conquering new markets. 
I do not blame them for it. That was what anyone would 
have done in their position. Some people seem to think that 
the Japanese have depreciated their exchange on purpose. 
They do not see that it is a consequence of the terrible earth¬ 
quake of 1923. And. as a matter of fact, many leading 
Japanese, including some leading mill-owners, are to-day 
exerting pressure on their Government to go back to the Hold 
Standard, but the Government is afraid to move hastily 
in such a matter in view of continued heavy adverse trade 




■ImJMiQQ.. Therefore, while. I do not see how any blame 
can attach to the Japanese for the present Ex¬ 
change Depreciation, the fact remains that it enables them 
to undersell all competitors in India in the matter of piece- 
goods, and many of our Indian mills arc being driven into 
insolvency as a direct consequence of such underselling . 

IF RUPEE IS FIXED AT lsh. 6d. IT WILL BE A PERMANENT 

HANDICAP TO ALL EXISTING INDIAN INDUSTRIES. 

The utterances of the Finance Member during the past 
G months give ground for the belief that Government will 
have the Exchange finally fixed at Is. 6d. gold to the Rupee 
so far as it is in their power to influence the final recom¬ 
mendations of the proposed Currency Committee. It is, there¬ 
fore, necessary to emphasise that our cotton mills as well as 
other industries now in existence will be suffering under a 
permanent handicap if Exchange is finally fixed at Is. 6d. 

POSITION EVEN AFTER YEN GOES BACK TO PAR. 

Japan will still be at 112 unless the yen goes nearer par 
in the meantime. Even when the yen is back to its gold parity, 
our rate on Japan will be about 

Rs. 137 to Yen 100 

against the pre-war 

Rs. 154 to Yen 100 

The Japanese Mill will then, other things being equal , have 
the following costs and charges: — 

1 Cotton & Stores .. 70.00 hies ( == Rs. 96 lacs) 


2 Power .. .. 3.90 (unchanged) 

3 Labour .. .. 17.53 do. 

4 Rent Taxes & insurance 1.29 do. 

5 Management (Superior) .65 do. 

6 Debenture Interest 1.95 do. 
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8 

Depreciation 

6.49 

(unchanged) 

9 

Freight & Charges 

2.60 

do. 



113.90 


10 

Profit 

3.25 

(unchanged) 


Total Yen 

117.15 
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Thus, the total Yeu cost of that Mill’s output will be Yen 117.15 
lacs. It can lay down all this stuff c.i.f. at Es. 160.49 only if 
Exchange is 137 

N Cost as above • • • Rs * ^0.49 

' Import Duty 11 percent. .. Rs.JJ.65 
Total .. Es- 178.14 


This means that even with world cotton and other prices re¬ 
maining unchanged, this Japanese Mill would have had 1° 
realize for its products 

Rs. 185 lacs at normal Exchange of 154 
Rs. 178 lacs at Exchange of 137 
Or, in other words, it will be able to sell its products Its. 7 
lues cheaper than its corresponding Indian rival, simpig on 
account of this change in the rate of Exchange. 

As we have assumed that both mills are content to get 
a profit of 5 lacs of rupees a year, this means that 

(1) the Indian Mill will be actually making a loss of 

2 lacs a gear when its Japanese rival goes on 
making its normal profit of 1 en 3.25 lacs. 

(2) if the Japanese Mill elects to sell even without 

profit in order to hold the market, it can afford 
to sell as much as 12 lacs cheaper and while it 
makes no loss, its Indian rival wdl make a loss 
of (12—3) 7 lacs a year. 

The results should be obvious to any business man. So long 
as the Japanese Mill tries to earn its normal profit, the loss 
to the Indian mill is small, only 2 lacs, but it immediately 
cripples its credit and increases its difficulties. If the 
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'Japanese mill elects to work even without profit for a feu) 
years, its Indian rival will be ruined and would be forced into 
liquidation . 

ABOVE APPLIES TO ALL GOLD STANDARD COUNTRIES. 

This last phase of the effects of Exchange, i.e., the differ¬ 
ence between Is. 4d. and Is. 6d. after Japan has gone back to 
gold par, applies to all other countries that are now on a gold 
standard. In other words the advantages that I show above, 
as accruing to Japan after our Exchange with it returns to 
137, will equally accrue to all other Gold Standard countries 
such as the United States or Canada or Great Britain or 
Holland or Switzerland, and will benefit these countries to 
the same extent as they will do Japan at 137, in the matter 
of imports of various kinds of manufactured goods into India 
from these other countries, and will inflict corresponding 
injury on the manufacturers of similar lines of goods in this 
country . 

THE DISTRIBUTORS OP IMPORTS AND EXPORTS. 

We have now examined how the raising of exchange hurts 
the Indian producer primary and secondary, and benefits the 
foreign producer primary as well as secondary. There now 
remain for consideration the cases of 


the distributor of India’s products to 
foreign markets (the exporter) 


the distributor of foreign products to 


the Indian market (the Importer) 


The injury done to them by rising or falling exchange may 
be characterised as temporary, and correctly too. Such Im¬ 
port or Export merchants buy or sell a certain quantity of 
goods in advance of corresponding sales or purchases by 
themselves. This is done on anticipation of rises or falls of 
markets, and the consequent profits to arise therefrom. Such 
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anticipations are a necessary part of all trading operations. 
Laymen do not understand why they are necessary, and call 
them speculation, which to the lay mind is the same as gam¬ 
bling. A little reflection will show the layman that if the 
seller of daily vegetables or other necessities did not buy his 
stock and bring it to town till his customers gave him their 
orders, the urban population would most probably starve. 
The Import or Export Merchant is doing the same thing. He 
is laying in stock in the hope that it will all be wanted by his 
customers. However, this is not the place for an essay on the 
vital function that speculation performs in all trade. I only 
wish to point out that a trader has to take a certain view of the 
markets, to make up his own mind as to whether market will 
go up or go down, and to provide himself with stock or sell 
in advance of purchase. This is necessarily done in propor¬ 
tion to his own means, so that if his view proves wrong and 
there is a loss it may not be so great as to ruin him. 

WHY TRADERS WANT STABLE EXCHANGE. 

A change, in the rate of Exchange upsets his calculations. 
This is why a trader hates such a change. Frequent changes 
in the rate mean as frequent upsettings of his calculations. 
This is why all traders pray for a stable exchange. This is 
most probably why Government, that gets its inspiration from 
the leaders of trade in Calcutta and elsewhere, thinks that 
this is what the country wants. It mixes up the few parasites, 
i.e„ traders, with the trunk of the tree—the producer. 

COMPARATIVE INSIGNIFICANCE OF LOSSES TO TRADERS. 

It will, however, be clear that the losses by Exchange to 
the Import or Export merchant arc necessarily limited to the 
amount of risk they may be taking at any one time (which 
will never be excessive with any prudent trader), and that 
the total amount involved and the number of persons affected 
will also lx* very very limited as compared to the totals in¬ 
volved in the ease of the primary or secondary producer. 
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CHAPTER XVI.* 


CONCLUSION. 

This concludes my examination of the defences officially 
put forward of the present Currency Policy of the Govern¬ 
ment of India. 

In part I of this work, I had shown that the present rise 
was not natural as had been so often claimed b} Government 
apologists and had traced the various stages in the manipula¬ 
tions which inevitably led to Is. 6d. and would inevitably lead 
to still higher rates, if these manipulations I continued. I 
have, therefore, thought it unnecessary to show once more 
that the rise was not natural. 

Consequently, in this second part I have taken up the 
other issues and shown— 

1. that Sir Basil Blackett is wrong in talking of Heinous 
Injustice to “innocent” people, who had entered into con¬ 
tracts at Is. 6d., and that they had no claim to any such 
protection, and that a similar claim, and founded on far 
stronger grounds had been repudiated by his predecessor Sir 
Malcolm Hailey in 1921, and I have further shown that far 
greater and far more heinous injustice was being done, by 
going to Is. 6d., to millions of people who had entered into 
various contracts on the basis of Is. 4d. in the past 30 years, 
(pages 5-26) 

2. that the argument of the Finance Member based on 
Index numbers that we had maintained stability of prices in 
India was wrong and misleading, and that no true comparison 
of Index Numbers was possible, and have also shown that 
while the Finance Member beguiled himself with the idea that 
prices were stable, there had, as a matter of fact, been enor¬ 
mous fluctuations in individual articles, and the result of 
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fnent policy had, if anything, been to artificially keep 
down the prices of the products of 87 per cent, of the cropped 
area of India, and have further shown that this really meant 


keeping down the wages of the agricultural population to 
almost pre-war level when the wages of the other classes had 


been allowed to go up by 70 to 80 per cent, (page 27-37) 


3. that the Finance Member was wrong in considering 
Stability of Exchange essential, that such stability was only 
desired by Exchange Bankers and Import or Export mer¬ 
chants, and that even the Babingtou Smith Committee did 
not attach much weight to this consideration, (page 37-41) 


4. that the Finance Member was labouring under a 
serious fallacy when he thought that by a higher exchange 
rate of the rupee the burden of India’s foreign debt was made 
lighter, that as a matter of fact this burden remained the 
same, and that on the other hand the burden of our internal 
Rupee debt was seriously increased by putting the Rupee up 
to Is. 6d. (page 4:3-48) 


5. that it was also a serious fallacy to think that the 
producer got a larger amount of gold for his produce, (page 
49) 


6. that the Finance Member was equally wrong in claim¬ 
ing that Exchange manipulation of the Rupee had made gold 
cheaper, (page 50-51) 

7. that it was absurd to claim that India could force 
the foreign buyer to pay such prices as India asked, (page 
53-54) 


8. that the stability of' prices, which Government claimed 
as the g„al of their policy, involved a continuous rigging of 
exchange up or down, and that this meant highly dangerous 
power .'in the hands of individuals; that no country would 
tolerate the slate of things that such rigging would lead to. 
and that England itself had after careful considerations re- 
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.^5^ected this policy, and returned to the Gold Standard as in 
itself the best regulator of prices, (page 55-57) 


9. that with the exception of those whose wages are 
practically guaranteed (i.e., Government servants and Bail¬ 
way employees) the position of all the rest depends upon 
business being good in trade and industry, and that good 
wages and good prices go together, (page 59-65) 


10. that keeping prices down really amounts to keeping 
down the wages of the whole agricultural population when all 

^ the other classes have secured a readjustment of their wages 
to 70-80 per cent, above the pre-war level, and have further 
shown that the cultivator only gets to-day a wage very near 
pre-war. (page 67-78) 

11. that it is wrong to keep prices down artificially for 
the sake of the so-called consumer, becaiise the consumer 
properly so called is only a small proportion of the popula- 

' tion, and that, in the final analysis, the welfare of a very consi¬ 
derable part of even this section of the population also depends 
on trade and prices being good, and that the only people who 
can benefit by such manipulation of prices are Government 
servants and others whose wages are practically guaranteed 
in rupees, and who form a very small proportion of the popu¬ 
lation, perhaps two or three in every hundred, (page 79-87) 


12. that while the Finance Member wonders how the 
Producer can lose 40 crores, the producer really loses 80 or 
100 crores, and that, if sacrifices have to be made by any sec¬ 
tion of the population for the rest, it should be by the consu¬ 
mer classes, who are far better off. (page 88-93) 

13. that it is entirely misleading to talk of such loss to 
the producer on exports being compensated by imports, and 
that, as a matter of fact, an analysis of the foreign trade of 
India shows that it is the producer that loses, and it is the 
wealthier and capitalist classes and even non-Indians that. 
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at liis expense, through, this, exchange manipulation, 
(page 94-104) 
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14. that of the total money lost by the producer only that 
part that goes to Government has any justification, and an 
Export Duty just sufficient to cover this amount is a far more 
straightforward method of getting this money, because it will 
take 7 crores for Government, and leave the other 70-80 
erores or more, that the producer now loses, in his own pocket. 
(104-105) 

15. that Sir Basil Blackett is wrong in considering the 
taxpayer a class by himself; that it is the producer that is 
the most important taxpayer, and that if it is the taxpayer’s 
interests that Government really have at heart they should 
look to the producer’s interests first, last and always, (page 
105-118) 

16. that it is a mistake to think that the Revenues will 
suffer by going back to Is. 4d., and that, as a matter of fact, 
expansions in other items of Revenue, which will be directly 
due to such going back will more than make up for the present 
exchange profits, (page 106-118) 

17. That it is wrong to rest satisfied, as Sir Basil 
Blackett would have us do, with the idea that although Ex¬ 
change has risen the Exporter lias been getting the same 
number of Rupees owing to the rise in world prices, that 
it overlooks the precarious nature of the producer’s work in 
which want of rains or untimely rains or frosts might nullify 
the work of a whole season, and that much larger returns in 
favourable years are a necessity to the agricultural population 
(pp. 118-121). 


18. That this talk of sq arranging things that the pro¬ 
ducer may gettfie same amount of money year by year implies 
tlie constant rigging of Exchange tip or down as world prices- 
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L up or down-admittedly a most undesirable stat^dt" 
things, (pp. 119-120). 

19 That when Sir Basil Blackett talked of the effects of 
a high Exchange being only temporary he overlooked the 
important consideration that such movements are temporary 
only when the ultimate goal is the normal par- of the country, 
and that when the Exchange is put above the pre-war par as 
is now attempted to be done, it vitiates all long term commit¬ 
ments. and the effects on industry and agriculture i.e., on 
the secondary as well as the primary producer will not be 
temporary but permanent (pp. 123-35) and I have shown by 
concrete figures how Exchange affects our industry and how 
the continuation of the present manipulations must inevitably 
lead to more insolvencies and more liquidations than we have 
so far witnessed. 









